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presents articles of interest as well as current 
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About The Review 
The feature article for the January/February 
edition of the Ontario Economic Review 
advances Ontario’s proposals for a new small- 
business incentive to replace the present 
dual corporate rate. The plan is based on 
a limited tax credit to owner-operators as 
the best means of providing an incentive in 
the small business area. 

The main features of the proposals are: 


e a tax credit for individuals of fifty per cent 
of increased investment in small business; 


the credit will not exceed fifty per cent of 
personal income tax otherwise payable; 


annual and lifetime dollar limits will be 
imposed; 


e the credit will be restricted to Canadian 
residents who not only risk their own 
capital in either an incorporated or an 
unincorporated business but also pit their 
own efforts in making the business go; 


e tax credits will be recovered when the 
owner-operator disinvests; and 


rollover provisions will permit asset 
changes and avoid lock-in effects. 


The article was prepared under the 
direction of Dr. T. M. Russell in the Taxation 
and Fiscal Policy Branch, Policy Planning 
Division of the Department of Treasury 
and Economics. 

The Ontario economic forecast for 1971 
was prepared by the Economic Planning 
Branch, Policy Planning Division, 
Department of Treasury and Economics. 


Indicator Charts, Pages 14-16 
Fluctuations in aggregate economic activ: 
— commonly used to define business cycl 
do not necessarily correspond with fluct 
tions in the individual activities which ma 
up the aggregate. Instead different indica 
of economic activity may vary with respe 
to both their rates of growth and the timit 
of their peaks and troughs: some may 
grow more rapidly than others, some 
change direction sooner. 

Those activities which tend to assume 
a direction in advance of the aggregate 
because they relate to future rather than © 
present production — are referred to as 
leading indicators, and are widely used to 
anticipate the short-run future course oft 
overall economy. The charts on pages 14 
in the Ontario Economic Review presen 
a number of these leading indicators, as ¥ 
as several which are coincidental to or — 
lag behind the aggregate, to provide for \ 
the reader an opportunity to make 
such an evaluation. 

While comparisons of the timing and > 
direction of general changes in the variou 
indicators can readily be made, great can 
must be exercised in making such a 
comparison of the amplitude of fluctuatic 
Of the three vertical scales used — ‘A’ 
(arithmetic) and ‘L 1’ and ‘L 2’ (logaritl 
scales with one and two cycles respective 
over a given vertical distance) — only the 
logarithmic scales can be used to compar 
relative changes in different indicators. A 
this applies only when all series being 
compared are on the same logarithmic 
scale. In such a situation all parallel lines 
represent equal rates of growth, the exact 
rate of growth being determined by 
the slope of the line. 


for 1971 


ntario economy now shows every sign 
ecovering from the recent recession. 
very probably commenced in the third 
fourth quarters of last year and is now 
underway. However, a dramatic upturn 
ot be expected and it is likely that 1971 
ye characterized by a gradual resumption 
rlier patterns with the last quarters show- 
. full six per cent per year real rate of 
th Overall growth for the year is ex- 
id to reach 8.5 per cent. Naturally, these 
asts are based on the assumption that 
ederal government will make good its 
nitment to take further measures to 
ve unemployment now that inflation has 
at least temporarily subdued. 

e recovery will be led by strength in 
ousing sector. Non-residential construc- 
nd purchases of machinery and equip- 
| will be delayed until well into the year 
st not recovering fully before the 


quarter or early 1972. 
tsonal consumption expenditure will 
considerable improvement over 1970. 
: this revival is due to a shifting of auto- 
e purchases from the last quarter of 
to 1971. A more important factor will 
ie renewed sales of consumer durables 
nish the record numbers of new housing 
ready for occupancy later in the year. 
ports will continue to expand, but at a 
vasing rate. It is considered that auto- 
le exports will continue strong as will 
’ of Ontario’s mineral products. How- 
in the latter case a noticeable softening 
> demand for metals will be a considera- 
Imports will grow more rapidly than in 
it years. 
this point, it appears that useful but not 
acular progress will be made against the 
problems of inflation and unemploy- 
. So far as the former is concerned, 
in elements of cost inflation are still 
nt and the useful reduction in the price 
ported goods due to the appreciation of 
‘anadian dollar cannot be expected again 
ear. 
1employment is likely to remain high for 
rst half of the year, with minor inroads 
; achieved later when the economy is 
| Operating closer to capacity. The 
rio government is doing its share with 
"ams to create an estimated 3,845 new 
this winter. 
though there may be some further ad- 
1ent of long-term interest rates, the 
-trend will slacken unless the economy 


1970 1971 Per Cent Change 

Selected Ontario Statistics Forecast 1970/69 1971/70 
Gross Provincial Product 

($ billions) 34.7 37.6 6.9 8.5 
Implicit Price Index 133.0 CSia/ 326 Bis) 
Corporate Profits 

($ billions) 3.6 3.9 —3.0 10.0 
Wages and Salaries 

($ billions) 18.9 205 9.0 9.5 
Investment 

($ billions) 6.2 G7 —1.0 9.0 
Retail Sales 

($ billions) 10.8 5 2.4 6.0 
Unemployment Rate 

(% of labour force) 4.3 4.0 = == 
Productivity — — Ll js) 


fails to respond to the stimulus of fiscal and 
other measures. 

The threatened steel strike in the U.S. will 
ensure that the Ontario steel industry is 
working to capacity. A strike may occur in 
Ontario’s construction industry, as a number 
of contracts expire in the second quarter. A 
protracted strike would set back the recovery 
of Ontario’s economy by several months. 


Foreign Trade 

The long-expected slowdown in Canadian 
export sales was recorded in December, how- 
ever a preliminary total for the year reveals 
record exports valued at $16,887 million. In 
a recent report the Dominion Bureau of 
Statistics valued total exports in December 
at $1,376 million, down by approximately 
four per cent from the revised total of $1,431 
million for December, 1969. This is the first 
year-to-year decline in the monthly figures 
since August 1969 when the total for that 
month fell marginally below the level for 
August, 1968. 

Adjusted to discount the usual seasonal 
fluctuations, the December value of $1,312 
million was the lowest of the year, down from 
a peak of $1,479 million in November. Since 
the middle of last year, analysts had been 


_ predicting that the upsurge in exports would 


not last; but sales did hold up, against ex- 
pectations, until December. Earlier it was 
anticipated that slow business conditions in 
the United States — Canada’s major trading 
partner — and the upward valuation of the 
Canadian dollar which tended to make Cana- 
dian goods more expensive abroad would 
depress foreign sales. However, a strong 


demand for metals and fuel shortages in the 
United States in addition to an apparent buy- 
ing mood in parts of Europe and Japan sus- 
tained a high level of sales. 

As a result of the December slowdown, 
the annual total, on a preliminary basis, fell 
short of the $17 billion mark, however at 
$16,887 million it represents a 13 per cent 
increase over the revised 1969 total of 
$14,931 million. Previous to December the 
advance had been running at an annual rate 
of up to 20 per cent. 

A preliminary total places 1970 imports 
at $13,934 million, down by somewhat more 
than one per cent from the level of $14,130 
million recorded in 1969. This represents the 
first year-to-year decline in imports since 
1958. The December total at $1,041 million 
(unadjusted), down 16 per cent from the 
corresponding 1969 figure underlines the ex- 
tent of the weakness in this sector. 

As a result of a record year for exports 
with imports virtually unchanged Canada’s 
merchandise surplus reached an unprece- 
dented $2,952 million in 1970. This level 
greatly exceeds the previous peacetime record 
of $1,266 million in 1968 and the wartime 
high of $1,700 million in 1945, 

The main feature of the 1970 export 
performance was substantially increased ship- 
ments to countries other than the United 
States. The value of export shipments to the 
U.S. increased by only 3.5 per cent while 
exports to Britain advanced by almost 35 
per cent. Shipments to the six-nation Euro- 
pean Common Market advanced vigorously 
by more than 40 per cent with Japan’s pur- 
chases from Canada up by 27 per cent from 
1969. 


Tax Reform and Small Business 


Taxation and Fiscal Policy Branch, 
Department of Treasury and Economics 


FOREWORD 


This is the second paper of the Ontario 
Government containing definite proposals for 
reform of the Canadian tax system. Since the 
first paper in June, 1970, the Committees of 
the House of Commons and Senate on the 
federal white paper have presented their 
reports. These reports constitute an important 
contribution to the current tax reform process. 

The Ontario Government was happy to 
note the emphasis of both reports on the 
central importance of economic growth in tax 
reform and that tax reform must not impede 
savings and investment in Canada. The 
Ontario Government was also pleased to 
note the emphasis the Committees placed on 
achieving a national tax system which could 
be used by the provinces. 

There were two main thrusts to the first 
Ontario Proposals. The first was effective 
comprehensive relief for low-income Cana- 
dians. The second was economic growth. 

This article deals only with the second of 
these thrusts — with its main emphasis on the 
appropriate taxation of small business in a 
tax context favourable to Canadian savings 
and investment. The paper proposes a new 
incentive to assist a very broad group of 
Canadians — those who risk their money and 
employ their energies to start and expand 
their own businesses — Canadian owner- 
operators. The Ontario Government believes 
that the incentive proposed would provide 
strong encouragement to expanded Canadian 
participation in the Canadian and world 
economy. It would do so by helping Cana- 
dians raise needed capital. It would not dis- 
criminate against foreign investment which 
will continue to play an important role in 
Canadian development. 

The Ontario Government has advanced its 
studies on the taxation of small business to 
the point where it feels the results would now 
benefit from wider discussion. Accordingly, 
we invite comment and public discussion by 
interested taxpayers. We also invite the 
federal government to sit down with provin- 
cial governments and to discuss these and 
other reform proposals on a frank and open 
basis where all views are on the table. This 
is the only way to achieve a partnership 
approach in the final stages of settling the 
long-term tax structure for Canada and the 
provinces. The frankness of discussions be- 
tween the provincial and federal governments 
must not be circumscribed by traditionally 
secret budget procedures which are unsuit- 


able where major long-term changes are Broad Benefits of Small Business 


being made. 


The Honourable Charles MacNaughton 
Treasurer of Ontario 

and Minister of Economics 

December, 1970 


I INTRODUCTION 


Tax reform discussions have advanced con- 
siderably since the Ontario Government set 
out its general proposals for national tax 
reform in its paper Ontario Proposals for Tax 
Reform in Canada.1 These developments 
confirm the thrust of the Ontario Proposals in 
their emphasis on economic growth as a 
central concern of tax reform.? The primary 
purpose of this paper is to expand upon the 
proposals for the taxation of small business 
contained in Chapter 6 of that paper. In 
addition, this paper will expand upon the 
related proposals affecting savings and invest- 
ment in Canada. The proposals contained in 
this paper are properly to be considered as a 
further development of the basic national tax 
system contained in the Ontario Proposals. 


Small Business Consensus 
The Ontario Proposals reflected the profound 
concern of the Ontario Government about the 
possible effects of the federal white paper 
proposals on small business in Canada.* This 
widely-shared concern was expressed in the 
submissions of many taxpayers and other 
provincial governments, and resulted in the 
announcement by the federal Minister of 
Finance of the appointment of a federal civil 
service committee to study and recommend 
appropriate measures designed to strengthen 
the role of small business in Canadian life. It 
was further reflected in the subsequent reports 
on the federal proposals by the Senate and 
Commons Committees. +5 

There is clearly a broad consensus in 
Canada that small businesses require taxing 
arrangements favourable to their develop- 
ment and growth. There is virtual unanimity 
that the federal proposal to abolish the lower 
rate of corporate tax on the first $35,000 of 
taxable income without offering any effective 
alternative is too harsh and that it would be 
damaging to small business, both by itself 
and in conjunction with other proposals in 
the federal white paper. The question is thus 
not whether the original federal proposals 
should be changed but only what should be 
done and how.® 


| 
| 
] 


| 


) 


The reasons why something should be | 
are important in deciding what shouk 
done. For example, if the only aim is to i 
an alleged lack of “neutrality” in the mé 
place in the raising of capital for small 
ness, any special small business provi 
should be designed with this in mind. Of 
other hand, if the objective is the more 
tical one of encouraging certain type 
activity, a rather different approach wij 
more appropriate. 

Tax incentives are not the only me 
assisting small businesses. A very extet 
range of incentives is already providet 
both the federal and provincial governn 
outside the tax system. These include 
supports, grants, loans, guarantees 
variety of business-related services. M 
these incentives help small businesses bu} 
not restricted to them. Rather, they art 
signed to achieve selective objectives whi 
related to a particular industry as with 
grants payable under the federal Det 
Industry Productivity Program, or to reg: 
development as under the Ontario Equa 
tion of Industrial Opportunity Program, 

The position of the Ontario Governmy 
that broad social and economic benefits: 
from the effective encouragement of | 


1Hon. Charles MacNaughton, Ontario Proj 
for Tax Reform in Canada, (Toronto: 
Department of Treasury and Economics, 
June, 1970); hereinafter cited as the 
Ontario Proposals. 


2The Ontario Proposals made it clear thatt 
other major concern was comprehensive ta’ 
relief for low-income Canadians. 


3Hon. E. J. Benson, Proposals for Tax Refi! 
(Ottawa: Queen’s Printer, 1969); herein 
cited as the federal white paper. 


4The Standing Senate Committee on Bankt 
Trade & Commerce, Report on the White} 
Proposals for Tax Reform, (Ottawa: Queet 
Printer, September, 1970); hereinafter cite: 
as the Senate Report. . 
5Fighteenth Report of the Standing Comm) 
on Finance, Trade & Economic Affairs 
respecting the White Paper on Tax Reform, 
(Ottawa: Queen’s Printer, October, 1970); 
hereinafter cited as the Commons Report. 


6In the light of this consensus, it-is : 
7 


to note the comments of the Carter Report 
respecting withdrawal of the lower corponr 
rate: [We] believe it would be unwise to 
recommend withdrawal of the low corpore 
rate without making some adjustment with 
tax system designed specifically to assist m 
and small businesses.” Report of the Roya 
Commission or Taxation, (Ottawa: Queen 
Printer, 1966). Volume 4, page 277. 


iesses through the tax system. Many of 
reasons are described in the Ontario 
osals.7 Accordingly, this paper will con- 
| the best means of utilizing the tax 

for fostering a climate or environment 
portunity to which individual Canadians 
respond with their own initiative and 


mall business until a new strong incentive 
‘place. This is in some respects similar 
© position of the Commons report which 
ests, aS a minimum, an approach which 
is to involve something like a dual rate. 
jever, that report also suggests that al- 
itive proposals (such as a capital forma- 
jtax credit) which might prove more 
ive in the longer run should be studied. 
Senate report recommends retention of 
wer rate and offers a method of restrict- 
to smaller businesses. 1° 

is paper will assess the validity of retain- 
, dual corporate rate on some more ap- 
iate basis. It will also explore the 
|bility of an effective alternative which 
achieve more benefits for the economy 
reasonable cost in revenue. One reason 
tthe Ontario Government favours a strong 
itive to Canadians to acquire, develop 
a new and small businesses is be- 
> lasting revenue increases can only flow 
| an efficient and dynamic economy 
ed by individuals who respond to an 
‘onment of incentive and opportunity. 


ition and Small Business Dynamics 
e the federal white paper proposal to 
mate the dual corporate rate generated 
greatest amount of concern in public 
ussion, there are several other important 
ral features of the tax system which can 
; both the incentive and ability of Cana- 
5 to start a new business or acquire and 
nd an existing business. All must be 
a into account. 

xation must be viewed in a dynamic 
ie and must recognize the motivations 
financial capacities of those affected. The 
that income taxes are normally collected 
he basis of a single year does not mean 
tax policies should be similarly circum- 
ved. Successful businesses can take a long 
‘to build. Taxation must recognize this if 
pep process is not to be seriously 


_ beginning of Chapter 6 of the Ontario 
‘osals. Similar reasons were given for the 
‘nuing importance of small businesses in the 
ed States. See, The President's Task Force, 
“oving the Prospects of Small Business, 


impeded. It is too restricted a view of 
ability-to-pay to regard funds surplus to the 
needs for productive investment and funds 
tied up in productive investment as always 
equally available to pay taxes. This is an 
essential point in designing taxes which will 
permit and encourage the growth of the small 
business sector of the economy. 

People’s motives in starting or running 
their own business vary, but they usually in- 
clude two elements: the greater personal ful- 
filment in creating or running one’s own busi- 
ness; and the hope of building up something 
permanent — which may provide retirement 
income, or capital for some other purpose 
or to leave to one’s heirs. Such motiva- 
tions are not primarily directed at earning 
slightly more in current income in a particu- 
lar year. Generally, it is the ability to retain 
earnings for expansion and to hold on to a 
reasonable part of what one has built up 
which is important to the small businessman. 
Taxation which affects either of these factors 
can have important effects on the commence- 
ment, development and expansion of small 
business. What is required is greater aware- 
ness of the concrete effects of different taxa- 
tion arrangements on small business in a 
dynamic sense over the life of the business 
and the businessman. 


Primary Importance of Effects on Savings 
and Investment 
The Ontario Government approach is that 
the general savings and investment effects of 
taxation are of primary importance, to be 
dealt with in the first instance on a very broad 
basis related to national goals. These goals 
include the efficient growth of the economy, 
the provision of jobs, the control of inflation 
and the encouragement of Canadian sav- 
ings.!1 Any tax encouragement of small busi- 
ness should fit sensibly and easily into the 
general taxation arrangements. But specific 
tax arrangements cannot make up for inade- 
quate or unwise general arrangements. 

The savings and investment approach out- 
lined in the Ontario Proposals involved two 
main elements: 


e general taxing provisions favourable to 
savings and investment which would be 
applicable to all business; and 


e additional special savings and investment 
promoting taxing arrangements which 
would be available only to individual 
Canadian residents. 1 


(Washington: U.S. Government Printing Office, 
1970). 


SOntario Proposals, op. cit., page 33. 
°Commons Report, op. cit., pages 52 and 53. 


These special arrangements for individual 
Canadians were also proposed as a means of 
promoting two other important national 
objectives: 


e increased Canadian ownership in profitable 
business; and 


e broadened economic democracy by making 
it easier than it is today for more people 
to save and invest in Canadian enterprise, 
and so to participate more fully in the 
economic opportunities of Canada. 


Principles of Ontario Approach to 

Savings and Investment 

The investment and savings approach of the 
Ontario Government reflects two main prin- 
ciples: 


e Current income differs from capital as a 
source of future income. Many unneces- 
sary and undesirable problems flow from a 
failure to recognize this difference in taxa- 
tion. Current taxation of income and con- 
sumption is appropriate because most 
taxpayers can adapt to reasonable changes 
on a current basis — by working more, 
seeking higher incomes or reducing ex- 
penditures. On the other hand, a lifetime 
basis for taxing capital is generally prefer- 
able so long as it remains such and is not 
diverted into the current consumption 
stream. Capital investment usually repre- 
sents the results of the efforts of many 

‘years or decades, and is frequently com- 
mitted for many years into the future. This 
greatly reduces the degree of taxpayer 
adaptability in the short run. To the extent 
that such a lifetime basis of taxing capital 
is adopted — be it by capital gains or estate 
taxation — it will lend strong support to 
particular measures to promote small busi- 
ness, as well as bigger business, in the 
hands of Canadians. 


e The primary taxation arrangements should 
provide a framework of opportunity that 
leaves individuals free to respond in a very 
broad way as they see fit. This does not 
preclude more selective measures inside or 
outside the tax system, for the achievement 
of more particular ends. However, it pre- 
cludes as the primary arrangement the use 
of taxation, subsidies or loans in a very 
specific way, since this could introduce a 
much higher degree of government inter- 
vention and direction of activity than is 
sound for widely applicable measures. 


10Senate Report, op. cit., page 65. 
11Commons Report, op. cit., pages 8 and 9. 


12Ontario Proposals, op. cit., pages 21, 25 
and 33. 


Tax Reform and Small Business 


Approach of this Paper 

Our studies make it clear that there are a 
variety of small business and related invest- 
ment options open to policy makers, each 
with advantages and disadvantages. There are 
no proposals without disadvantages. Disad- 
vantages, however, must be assessed against 
the probable gains. Thus, an awareness of 
the alternatives available is necessary to place 
any particular proposal in proper perspective. 
There are no ideal solutions, and a preoccu- 
pation with ideal solutions will likely prevent 
adoption of practical ones.1!* 

This lively awareness of alternatives under- 
lies the approach in this paper. Within this 
approach, the first step is to establish the tax 
context in which small business is expected to 
operate. The second step is to identify the 
key concepts which should guide the particu- 
lar small business tax arrangements adopted. 
Only then is it possible to explore the best 
mechanics or taxation devices to give effect 
to the guiding concepts which have been 
accepted. This presupposes identifying what 
we are trying to achieve in a practical way, 
before proposing the taxation mechanics to 
achieve it. 


New Small Business Tax Incentive 

After careful study of the alternatives, and 

the benefits to Canada of a new strong in- 

centive to new and small business, this paper 
will propose for serious consideration a fresh 
approach based on abolition of the dual cor- 
porate rate. It has a number of novel features: 

e only individual Canadian owner-operators 
would qualify for the incentive; 

e the maximum annual amount of the in- 
centive available to an owner-operator 
would be comparable to the maximum 
annual benefit now available through the 
lower corporate rate, but would be de- 
pendent upon new or increased investment 
in unincorporated or incorporated busi- 
ness; 

e the incentive would be ultimately recover- 
able in a manner which should not interfere 
with sound business decisions or the effec- 
tiveness or fairness of the incentive; and 

e annual and lifetime limits on the total 
amount of incentive available to any one 
person should ensure fairness and admin- 
istrative workability. 

The choice of the Canadian owner-oper- 
ator as the person to get the incentive means 
that not every business or investor would 
benefit. But far more Canadians would bene- 
fit than under the present lower corporate 


13The Commons Committee arrived at a 
similar conclusion. Commons Report, op. cit., 
page 8. 


rate. Every small business, whether or not 
incorporated, could benefit. It would help 
Canadians to start or acquire a business more 
easily than the present system. It would en- 
able them to join together in business without 
loss of tax benefits as at present. Passive 
investors, large corporations and non-resi- 
dents would no longer benefit. The only 
Canadian owner-operators today who would 
benefit less are those whose initial or ex- 
panded investment is insufficient to take full 
advantage of the incentive. Finally, after 
introduction of the new system, every Cana- 
dian who invests as an owner-operator would 
be entitled to earn precisely the same lifetime 
credit as every other Canadian. 


Incentive Strong but Not Unlimited 

The incentive would be strong but it would 
not be unlimited. Being a Canadian owner- 
operator would not be enough. Investment 
in the business would also be required. Simi- 
larly, investment in the business would not be 
enough — one must also be a Canadian owner- 
operator. Not only would there be a limit to 
the total amount of incentive available to any 
Canadian, but once in every lifetime the 
amount received would be fully or partially 
recovered to the extent the business is suc- 
cessful. And quite apart from recovery, every 
recipient would have to pay at least as much 
in annual taxes as he receives in annual tax 
deferrals. In a real sense, the success of those 
helped by the incentive would in turn provide 
revenues to help new Canadian owner-oper- 
ators to succeed for their own benefit and the 
benefit of Canada. 

The proposed small business incentive is 
expected to work relatively simply in the vast 
majority of cases. However, the variety of 
business arrangements and the predilection of 
some taxpayers to seek undue advantage of 
any favourable taxation arrangements mean 
that a measure of complexity is necessary for 
the special cases. It is anticipated that the 
main increase in complexity from tax reform 
— assuming integration does not replace the 
present dividend tax credit system — would 
come from the introduction of capital gains 
taxation. The administrative features of the 
proposed incentive should fit reasonably 
easily into the administrative requirements of 
capital gains taxation. 


Full Consideration Important 

The owner-operator incentive is proposed 
because it is felt it is workable and would 
encourage significant response from Cana- 


dians. While it is only a proposal, the Ont 
Government believes it merits serious 

sideration in terms of its potential for 

moting simultaneously a number of impe 
goals. As a novel proposal, there ma 
insufficient time to assess it in a delib 
and careful manner and have it read 

implementation by the tax reform target 
of January 1, 1972. If this turns out to B 
case, the dual corporate rate should b 
tained for one further year. 

The novel aspects of the proposal ang 
fact that there is no experience from ¥ 
taxpayer response and revenue impact 
be accurately determined in advance 
full discussion even more important 
usual. A number of the specific features, 
as the businesses to be included and 
cluded, the proposed annual and _ life 
dollar limits and the manner and extet 
ultimate recovery, are advanced as reé 
able starting points for discussion and 
certainly open to modification. Further, } 
plan were implemented it would be desi 
after a few years of operation to reviey 
nature of the response to determine- 
effectively the incentive is working in rel} 
to the objectives sought. | 

The proposal is advanced as a long: 
encouragement to the development ol 
Canadian economy by Canadians, and | 
be considered in this light. At the same. 
it has the important merit of not discrim 
ing against foreign investment. Canada 
continue to need foreign investment it 
foreseeable future if widely accepted 
are to be achieved. 

A detailed technical study of the prof 
advanced in this article has been prepat. 
the Taxation and Fiscal Policy Branch’ 
partment of Treasury and Economics, 
study contains particulars of the operati 
the proposed small business incentive 
variety of circumstances, with arithm 
examples. It also contains arithmetical | 
parisons between alternative tax sys 
This study should assist in the conside} 
of the desirability and workability o 
proposed small business incentive. 


Il THE PRESENT SYSTEM AND 
FEDERAL WHITE PAPER 
PROPOSALS | 


The Ontario Government approach st 
attention to all tax burdens in order to 
their appropriateness in relation to tax 1! 
objectives. It also emphasizes the impo | 


onomic growth. Now is not an appro- 
> time to introduce new tax burdens 


ito achieve. This chapter compares the 
int Canadian tax system, the present 
td States tax system and the federal 


aged to develop and grow under a re- 
; d Canadian tax system. This comparison 


»nt Canadian System 
perl, the present system (ignoring the 
estate and gift tax changes) 14 consti- 
a strong incentive to create and expand 
businesses and to retain earnings for 
tment rather than distribute them. While 
taxes (but not gift taxes) have been 
mably heavy, estate planning has often 
able to reduce their burden or spread 
period of their impact. Further, the ab- 
ep of a capital gains tax and the generally 
1" rates of corporate tax in comparison 
high marginal personal tax rates have 
rally encouraged retention of earnings in 
sins while it was being built up. 
/ Canadian starting a business under the 
ent system is in roughly the following 
sion. There is no individual tax conces- 
|in respect of any initial business invest- 
t. If an individual’s business is incorpor- 
, the first $35,000 of annual taxable 
Ime after salaries and bonuses can be 
ned in the business at about $10,000 
al saving of corporate tax by virtue of 
lower corporate rate being applicable to 
level of income. This saving can be lost, 
ever, and the high corporate rate applied 
| earnings in some circumstances — if the 
‘oration has other shareholders who are 
shareholders of other companies, or if 
individual is a shareholder in another 
pany, and the technicalities of the share- 
er relationships are such as to give rise 
1e company being associated with one of 
e other companies. 15 
ligh personal tax rates encourage reten- 
| of earnings above $35,000 in many 
s, because the corporate rate is less than 
personal rate. Most important, however, 
ital gains are tax-free, so that going 
lic1® or selling out does not result in any 
Difficulties arise in estate planning in 
nection with corporate surplus and estate 
ition — the potential combined impact of 


fair assessment of the impact of tax reform 
mall business requires a comparison of the 
adian tax system before any reform and 
complete reformed system. Accordingly, we 
r to “present Canadian system’ as the 

em in effect before the estate and gift tax 


two taxes at death. While estate planning can 
frequently modify the impact, it is generally 
agreed that any tax reform should face this 
issue head on. Whatever is proposed should 
deal with the question at death, and not at- 
tempt palliative measures like deferring the 
tax impact past the death of the owner.1!7 

The principal advantages of the present 
system are thus encouragement of retention 
of earnings for growth and the tax-free treat- 
ment of any gains in the capital value of the 
business. Going public, for example, as a 
natural stage in the history of an expanding 
business, creates no tax problems and may 
even alleviate some. These are strong incen- 
tives, and their merit as such was only par- 
tially negated by the problems associated 
with the taxation of corporate surplus and 
estates. 

The lower rate of corporate tax has certain 
disadvantages, even from the standpoint of 
small business: 


e the restrictions of associated company 
status; 


e the need in most cases that there be profits 
from the new business itself; 


e it does not extend to unincorporated busi- 
ness; and 


e it does not begin to provide any significant 
tax relief until personal incomes exceed 
about $10,000 and becomes proportion- 
ately more valuable as individual incomes 
increase. 


Nonetheless, the present balance — the 
dual corporate rate, high graduated personal 
tax rates and the taxation of corporate in- 
come in the hands of corporations and of 
dividend income in the hands of shareholders 
— is a stable one which fosters retained earn- 
ings in businesses. Any instability in the pres- 
ent system which surrounds the corporate 
surplus problem arises principally from two 
elements which could be readily corrected: 


e the absence of sensible tax-free corporate 
reorganization provisions combined with 
the “sledgehammer effect” of the desig- 
nated surplus provisions;!® and, 


e the failure to deal directly with the appro- 
priate relationship between the possible 
taxation of corporate surplus at death and 
the level of estate taxation. 


United States System 
The United States tax system provides similar 
incentives toward retained earnings by small 


changes. We refer to the white paper system as 
including these estate and gift tax changes as 
part of the federal proposals for tax reform. 
15This is the associated corporation problem 
referred to in the white paper (paragraphs 4.16 
and 4.17). While the federal white paper stresses 


business. While the maximum annual per- 
company savings are less than in Canada at 
present, at about $6,500, it is generally easier 
to qualify a new or different business in order 
to get the same benefit more than once. The 
capital gains aspect is less favourable, at least 
in principle, while the weight of estate and 
gift tax is generally comparable. However, 
United States capital gains tax may be 
avoided completely by tax-free rollovers! 
to a higher cost basis in the hands of heirs on 
death, or to the same cost basis by an ex- 
change of shares of the small business cor- 
poration for shares of an acquiring company. 
A combination of both rollovers may be 
used: first, by selling out in exchange for the 
stock of a public company, and then by hold- 
ing that stock to death, at which time it can 
be sold free of capital gains taxation on the 
increased value accrued to the date of death. 
In practice, therefore, despite the existence 
of a capital gains tax, and a lower rate of tax 
on only the first $25,000 of a corporation’s 
income, the present position of the small busi- 
nessman in the United States is not signi- 
ficantly less favourable than in Canada. 


White Paper System 

When it comes to the federal white paper 
system, including the estate and gift tax 
changes of 1968, small business is trans- 
ported into a radically different and harsher 
world. Gone are the factors which encourage 
retained earnings. Not only is the favourable 
treatment of capital gains gone, but there is 
also the harsher ultimate taxation of capital 
on the deaths of parents and the much re- 
stricted opportunities to ameliorate that im- 
pact through estate planning. Both building 
up and retaining the business become much 
more difficult. Only wealthy owners of busi- 
nesses which are not worth more than their 
book value and do not need retained earnings 
to grow would benefit from full corporate- 
personal income tax integration and a top 50 
per cent personal income tax rate. They 
could avoid any capital gains tax and would 
pay substantially lower annual taxes than at 
present on fully distributed earnings. By 
contrast, the sale of a company while closely- 
held which is valued for its growth potential 
rather than retained earnings would result in 
capital gains taxation at 50 per cent, of at 
25 per cent as part of going public. In the 
latter case, there would also be the continuing 
five-year revaluation rule requiring payment 
of capital gains tax on any shares retained 


the undoubted abuse of the lower rate by some 
taxpayers who until 1963 avoided the rules 
designed to limit the advantage, it does not refer 
to the restrictive effect of these same rules on 
normal business arrangements. 

16“Going public” is the process whereby a 


ee 
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after going public. This is in addition to 
substantially heavier estate taxation and 
elimination of the lower corporate rate. 

The combined impact of the federal tax 
reform program represents a much harsher 
treatment of smaller business than either the 
present Canadian system or the United States 
system. The situations where the federal 
proposals are significantly harsher include 
starting a business and then selling it at a 
capital gain; or going public with it; or dying 
with an accrued capital gain from the business 
which must then be realized, either to pay the 
estate taxes or for some other reason such as 
a partnership buy-sell arrangement or the 
need for new management or more capital. 


Present Balance Hurt by Federal Proposals 
On balance, the present Canadian tax system 
has probably been more favourable to the 
creation and expansion of new small business 
than that in the United States. Of course, the 
business earnings and capital gains prospects 
in the United States tend to be greater than in 
Canada because of the larger markets and 
higher levels of income and wealth in the 
United States. At the same time, the effect of 
the present Canadian tax system has not been 
so favourable as to promote private savings 
in Canadian hands in sufficient volume to 
eliminate the need for foreign investment or 
to enable Canadians to compete successfully 
with non-residents in all cases for ownership 
of Canadian business. It is hard to see how 
shifting the Canadian tax balance in a manner 
adverse to private savings by Canadians can 
avoid worsening the present international 
balance of ownership and control. 

In contrast to both the present Canadian 
and United States tax systems, the essence of 
the federal white paper approach is to trade 
significantly lower taxation of current income 
distributed to shareholders for harsher an- 
nual income taxation of retained earnings (up 
to the first $35,000 of annual corporate in- 
come) and higher taxation of built-up or 
accumulated capital of the small business. 

The Ontario Government rejects this thrust 
as inappropriate, not only for small business, 
but for the whole Canadian economy as well. 
This rejection was virtually unanimous in 
every respect in the private submissions to the 
Commons and Senate Committees and pro- 
vincial statements on the federal white paper. 
Finally this rejection was fully supported by 
the reports of both the Commons and Senate 
Committees. 


corporation previously owned by one 
shareholder or a small number of shareholders 
becomes owned by many shareholders (the 
public) who do not form a particular group. 
17This unsatisfactory approach was adopted in 
the federal white paper by providing a rollover 


III ONTARIO’S SMALL BUSINESS 
INCENTIVE 


The Ontario tax reform emphasis is one of 
encouragement of capital investment and re- 
tained business earnings for reinvestment. 
The designing of an effective small business 
incentive is approached in this context, hav- 
ing regard to the motivations and financial 
abilities of those affected. Moreover, as there 
are broad reasons for special small business 
tax arrangements, the approach must be 
suitably broad if the desired effects are to be 
achieved. 

The characteristics of a new small business 
incentive must promote the objective of an 
environment of economic opportunity for 
more and more Canadians. At the same time, 
it is important that the incentive be under- 
standable, capable of reasonable and even- 
handed administration, responsible in terms 
of revenue impact, and fair in its availability 
and in relation to the treatment of other tax- 
payers who also respond to the needs of the 
economy. In principle, every Canadian who 
wants to get into his own business, whether 
alone or with other Canadians, and-who re- 
quires capital to do so, should be helped. 


Six Basic Questions 

There are six basic questions, the answers 
to which will determine the form and amount 
of any incentive based on these principles: 


e who or what should qualify? 
e what is the basis of getting the incentive? 


e should the incentive apply at the individual 
or corporate levels, or both? 


e what limits should be imposed? 


e should there be total or partial recovery 
of the incentive in specified events? 


e should there be one incentive or more than 
one? 


A consideration of the six basic questions 
has led the Ontario Government to advance 
as its preferred approach, a specific small 
business incentive based on two fundamen- 
tals: 


e the only taxpayers to benefit will be in- 
dividual Canadian resident owner-opera- 
tors of businesses; and, 


e the tax benefit will be directly related to 
increased investment in businesses. 


A number of other features are proposed, 
but it is the above two features which the 
Ontario Government regards as basic to an 


at death, but without eliminating potential gains 
tax subsequent to death by increasing the cost 
basis to heirs to the fair value on which estate 
tax is paid as is done in the United States. 
18Corporate reorganization is a general term 
that refers to a variety of different legal means 


effective small business incentive to rep 
the lower rate on the first $35,000 of ine 
of a corporation. 


Main Incentive Features 
The following are the main features of 
proposed incentive: 


e available only to individual Cana 
owner-operators, not to non-residents, 
sive investors or corporations. An OW 
operator is that individual who comt 
his own capital and efforts to run his_ 
business, alone or with others. 


e both incorporated and unincorpor 
business would benefit. This woulc 
achieved by making the incentive avail 
to the individual only. There would b| 
reduction in the tax payable by the: 
poration. 


e incentive would be related to incre 
business investment. 


e incentive would be the equivalent 0 
individual tax credit equal to 50 per’ 


of increased business investment. } 


e tax reduction in any one year woul 
limited to 50 per cent of the persona; 
otherwise payable. In this way annua, 
dividual taxes paid would be at least ¢ 
to annual tax savings achieved. 


e increased business investment which 
sulted in a higher tax credit than cout 
taken in the year of investment coul 
carried back one year and forware 
definitely. | 


e use of the tax credit approach would pi 
substantially the same proportionate) 
for high and low-income earners. 


| 


e annual and lifetime limits on the val, 
the incentive, say $10,000 a yea 
$100,000 a lifetime. | 


e property investments, portfolio secu’ 
and mining and oil and gas invest? 
would not qualify. 


e incentive would be recovered full 
partially on death or permanent emign' 
and on disposition or withdrawal of it 
ment. ; 

e reasonable rollover provisions relat 
reinvestment to avoid lock-in effe 


arising because of the recovery princi}. 


It is believed that the above features 1) 
together provide a balanced and wor! 
system. The individual owner-operato 
business investment tests would requiri! 


whereby businesses under common owner: | 
are rearranged by consolidation under a 
common corporate roof or by separation vi 
separate corporate roofs. The essence is th’ 
there be no change of ultimate ownership «' 
result of the reorganization, although the 


; 


1 things happen in the economy, before 
incentive benefit could be claimed. 
ese are the real things intended to be 
rouraged, and only if they were done 
uld there be any incentive benefit. There 
uld be no advantage or disadvantage be- 
>en incorporating or not incorporating, or 
ween differing corporate structures or 
ureholdings. The provisions of annual and 
time limits and ultimate recovery would 
ther reduce the likelihood of attempts to 
nipulate for the tax advantage. They would 
9 reduce any benefit of doing so. 
An incentive given to individual Canadian 
ident owner-operators cannot be said to 
discriminatory in international savings or 
estment. It would facilitate the raising of 
ital by Canadian owner-operators but 
uld impose no restrictions on where it was 
'd. Indeed, because of the importance of 
reasing Canadian-based and owned busi- 
js involvement in the world economy, 
Inadian resident owner-operator activity 
‘side Canada would qualify. In many cases, 
vecially in the expanding service business, 
‘side Canada may be the most appropriate 
ce for expansion. 
The position of this paper is that it is a 
tain type of businessman — the Canadian 
ner-operator — who should get the incen- 
2, The person to be encouraged is the 
‘son who risks his own capital and credit 


i 


4d pits his own efforts to make a business 
»w. With very few exceptions indeed, a 
siness may be regarded as a small business 
it is, by and large, financed and operated 
the same people. A small business is thus 
3t described as a business which is a per- 
1’s own business, either alone or along with 
ier people. 

f this approach were adopted, passive in- 
3tors in a small business would not them- 
ves benefit, as they can now. They would 
treated like all other investors. Equally, 
‘mall business in which the investors were 
© group, and the professional managers an- 
ler group, would fail to qualify. It follows 
it going public would not be impeded so 
ig as the outside share interest did not 
come so great as to result in Canadian 
’ner-operators losing control. 


ide Flexibility for Owner-Operators 

‘is basic balance of the proposed incentive, 
terms of administrative and revenue con- 
lerations, should permit the other features 
the incentive to be flexible. In this way, 
dividual Canadian owner-operators could 


organization itself may precede or follow 

ch a change. 

4 rollover arises where one asset is substituted 
r another in a transaction in which any gain 
loss is not recognized for tax purposes. 


respond in the manner most suitable to them 
from a business point of view. As proposed, 
there could be wide flexibility for Canadian 
owner-operators: 


e almost unlimited freedom to join together 
with other Canadian owner-operators with- 
out tax penalty; 


e significant, although not unlimited, free- 
dom to permit non-owner-operators to 
contribute capital to the business without 
tax penalty; 


e unlimited freedom to grow without tax 
penalty; 


e ability to apply tax reduction privilege 
against income from other sources, includ- 
ing employment income; 


e funds to acquire existing business and 
every kind of tangible and intangible assets 
can qualify; 


e investments could be timed on a business 
basis; and 


e freedom to incorporate, join a partnership, 
or operate as a proprietorship, with no tax 
penalty. 


The proposed incentive would in some 
respects be less broad than the present 
system: 


e it would not apply to all corporations or 
types of business; 


e it would be recoverable, if the owner- 
operator were successful, although only on 
disposition or withdrawal, or permanent 
emigration or death; 


e an individual could not get multiple tax 
benefits through use of more than one 
corporation; 


e large companies, passive investors and 
non-residents would get no benefits; and 


e earnings would not be enough, there must 
also be business investment. 


However, none of these limiting features 
should reduce the effectiveness of the en- 
couragement to Canadian owner-operators to 
acquire and expand their businesses. Rather, 
they should reduce revenue losses and in- 
crease fairness by ensuring that the incentive 
goes to those Canadians who are intended 
to respond to it. 


Entrepreneurial Capital 

It is generally recognized that entrepreneurial 
ability is scarce, not only in Canada, but 
everywhere. The Watkins Report found that 


20Lock-in arises where a taxpayer prefers to 
continue to hold an asset rather than pay tax on 
disposal. 


Canada was not rich in entrepreneurial and 
managerial talent (the owner-operator sort 
of person) and that there has been in Canada 
a less open and mobile society than is consis- 
tent with optimal development of Canadian 
entrepreneurship. Its report also suggested 
that if there is any gap in the Canadian 
financial system, it is “entrepreneurial capi- 
tal” — capital allied with human skills ac- 
tively used in developing and managing the 
enterprise in which it is invested.?1 

Should the broad approach to encouraging 
owner-operators be extended to those who 
provide entrepreneurial capital but do not 
meet the owner-operator test? Is there a 
category other than the owner-operator and 
the passive investor which deserves attention 
as part of a small business incentive? This 
type of capital is related to launching new 
things — and if new things in general, or in 
particular, are also to be encouraged, it would 
seem preferable to approach this on a sepa- 
rate basis, because the principles and pur- 
poses will be different. Of course, the general 
structure of the tax system will be particu- 
larly important for entrepreneurial capital 
mobility. As entrepreneurial capital is scarce, 
it seems important that it not get frozen into 
investments that cease to be entrepreneurial, 
simply because the tax cost of switching is 
too high. This question is separate from, al- 
though not unrelated to, the issue of incen- 
tives to small businesses. 


“Size or Newness Test 


A size or newness test would narrow the 
scope of the incentive by excluding those 
owner-operators whose businesses grew too 
much or were no longer new. As growth is 
desired, it is important not to penalize those 
who succeed in growing. Moreover, it is 
important to encourage owner-operators to 
maintain and expand existing businesses as 
well as to create new businesses. 

A newness test would be difficult to ap- 
ply. It would also favour businesses which 
changed by revolution or came out of no- 
where — a single identifiable step immedi- 
ately recognized as new — in contrast to those 
businesses which were in a state of constant 
change by evolution, where one could never 
say at any one moment that a new business 
had been created. 

One important practical disadvantage of a 
size test is that, if it is based on income, it 
either involves very high marginal rates of 
tax as the business grows into the cut-off area 
or else the cut-off is smoothed over such an 


“1Report of the Task Force, Foreign Ownership 
and the Structure of Canadian Industry, 
(Ottawa: Queen’s Printer, 1968). 
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income range that all but the largest corpora- 
tions would continue to benefit from the 
lower rate. 

The Commons Commitee proposal of a 
disappearing incentive would impose a tax of 
66.3 per cent on the first $70,000 of income 
above $35,000, while the Senate Committee 
proposals would entail a tax rate of 100 
per cent on the first $21,150 of income above 
$100,000. These high rates would penalize 
success and encourage tax manipulation to 
keep income down in order to avoid them. 

Another disadvantage of the size of busi- 
ness test is that it runs counter to desirable 
mergers designed to increase efficiency 
through increased scale of operations.?? This 
is unfortunate, as smaller scale in Canada is 
frequently cited as an important factor in the 
lower productivity of some Canadian industry 
in relation to United States industry. In the 
absence of other tests, choosing a size-of- 
business test will result in part of the benefit 
going to passive investors, large corporations 
or non-residents who were shareholders in a 
corporation receiving the lower rate or other 
incentive. 


Basis of Getting Incentive 

The position of the Ontario Proposals is that 
the incentive should promote economic 
growth and efficiency by Canadians through 
limited tax credits or deferments related to 
increased business investment in qualified 
assets. Thus, if there is no such increased 
investment, there would be no tax relief from 
the incentive, even though the Canadian 
owner-operator qualified as such. 

An incentive related only to business earn- 
ings does nothing for the business which one 
might argue needs it most —the business 
suffering losses or not yet profitable. While it 
has the merit of being success-related, it may 
jeopardize success, by not becoming available 
early enough in the life of a business. An 
investment-related approach at the individual 
level opens up two possibilities. First, if there 
is other personal income, the increased in- 
vestment can qualify for a tax reduction on 
that other income even before the business 
earns income. Second, even where there is 
insufficient other personal income, a carry- 
forward provision ensures getting tax deduc- 
tions as soon as income does develop. 

A lower tax rate on small business income 
which is unrelated to investment is unques- 
tionably a meaningful incentive. However, 
an open-ended forever incentive will almost 
certainly lead to a need for more stringent 


227 four owner-operators each had a business of 
the maximum qualifying size, then however 
sensible it might be for them to join together, the 
tax cost would be $30,000 a year under the 


and complicated controls, such as the present 
associated corporation provisions and a size 
test. Yet these provisions penalize sound 
mergers and partnerships. Any requirement 
that the business stay small is contrary to the 
growth encouragement intended. Moreover, 
an incentive which only goes to Canadian 
owner-operators in respect of business invest- 
ment is likely to achieve more by way of 
desired results in relation to revenue loss. 
Since the incentive would be related to 
investment in real business assets, what assets 
should qualify? In the first place, mining and 
oil and gas investments (that is, investments 
qualifying for fast write-off or depletion) 
would be excluded as already covered by 
special industry rules. In the case of a prop- 
erty investment company, the appropriate 
level of capital cost allowance is the proper 
question to be decided. If something more is 
needed, an investment credit is a more appro- 
priate approach. Again, portfolio-type in- 
vestments in bonds, mortgages and shares 
would not qualify, as being appropriately the 
subject of general rules relating to the taxa- 
tion of income and gains from such in- 
vestments. Further consideration may dis- 
close other types of activity which should 
also be excluded. Apart from these exclu- 
sions, bona fide investment in every other 
kind of business asset should be permitted 
as most consistent with the purposes of the 
incentive. The source of investment funds 
should be largely immaterial, and borrowed 
money or personal guarantees in respect of 
borrowed money should normally qualify. 


Individual or Corporate Level 

The great merit of the lower rate of tax at 
the corporate level is that, at least in prin- 
ciple, it is relatively simple to administer and 
understand. The associated corporation prob- 
lem has been the principal source of adminis- 
trative difficulties. There are, nonetheless, a 
number of disadvantages of a corporate level 
incentive, some of which have already been 
alluded to: 


e without size criteria, large corporations 
benefit and without an ownership test, non- 
residents benefit; 


e with size criteria, growth is penalized and 
manipulation encouraged; 


e it can be relatively inflexible, with natural 
business arrangements penalized on the 
one hand while unnatural business arrange- 
ments are encouraged on the other; 


present system and $40,000 a year under the 
Senate or Commons Committee proposals. This 
would constitute a heavy penalty for joining 
together. 


e the incentive cannot be used to reduce 
on other personal income during period 
little business income or business losse: 


e distinguishing between corporations 
been universally rejected in the case of 
federal proposal for a closely-held wid 
held distinction. Similar problems will 
evitably arise in attempts to disting: 
between corporations for the purpos¢ 
qualifying for the lower rate; and 


e it does not apply equally to the incoy 
ated and unincorporated business, 
benefits high-income taxpayers proj 
tionately more than low-income taxpay 


The point about individual owner-oper 
business investment is that it is real. Corps 
tions are essentially artificial and can) 
manipulated and multiplied in a fashion: 
necessarily related to real business acti 
This is not possible with individuals an) 
difficult to achieve with investment in b 
ness assets. Moreover, a size test based 
income is more easily met artificially thé 
test related to investment. It is easier to } 
corporate income down than to get busi 
investment up, in addition to being the op 
site of what is desired. 


Amounts and Limits of Incentive 
The approximate value of the present’ 
rate of tax to a one-man business corpora’ 
earning at least $35,000 a year and rein}! 
ing those earnings in growth is $10,000: 
year. Accordingly, it is proposed that) 
maximum incentive per year for any) 
dividual owner-operator could be the sé 
but in the revised form of a tax credit e 
to one-half of increased qualified investm¢ 
By using a tax credit, the proportio/ 
amount of tax benefit available to individ 
will be unaffected by the level of their 
sonal income. The timing of tax credit! 
ductions would be affected by the reqi) 
ment that there be a maximum credit in) 
one year of 50 per cent of the personal 
otherwise payable in that year.23 More’ 
every Owner-operator would face the §| 
lifetime limit on the maximum dollar v! 
of the incentive. 
If one-half of the amount of incre’ 
qualified investment exceeded the amoul) 
tax credit which could be taken in a par! 
lar year, the unused portion of the incre 
investment could be carried back one | 
and carried forward indefinitely. It coul! 
utilized for tax credits as quickly as pos) 
within the limit of not more than a 50} 


°83Only personal income tax would qualify f 
reduction. Capital gains under the Ontario 
Proposals are to be taxed under a separate }! 
without reference to personal income taxati. 


C0 a eee 
nt reduction in tax in any one year. In this 
y, timing of investments could be made in 
ponse to business and not tax considera- 
ng 

nder the Senate and Commons proposals, 
ES as the present system, a one-man 
npany earning exactly $35,000 in business 


; 


i a year could do so forever, without a 
] 


ar increase in investment, and still save 
,000 annual corporate tax. It seems likely 
t this open-ended low rate is unnecessarily 
tly in relation to the objectives set. If there 
re a $100,000 lifetime limit — a difficult 
icept with a corporation, which would 
sumably require a new business test of 
ne kind—it would mean a $200,000 
ilified investment in the business. If four 
er-operators joined together, it could 
an building up to $800,000 qualified in- 
tment in a business over a ten-year period. 
any event, the limits which are established 
uld require review from time to time to 
ure they were appropriate to changed 
iditions. 

An individual owner-operator should be 
sonably well established at a $200,000 
ilified investment and be in a position to 
se funds for expansion on the same basis 
others. From that point on, it will be the 
eral tax climate which will be of para- 
unt importance. As mentioned previously, 
specific small business arrangements 
juld not have to compensate for inappro- 
ate rules relating to savings and investment 
erally. 


) 
covery of Incentive 

2 present and Senate proposed low rate 
| the Commons incentive are permanent, 
the reduced corporate tax need never be 
aid. The Commons report would impose 
igher tax on dividend distribution because 
he lower corporate tax. However, neither 
ort suggested any offsetting capital gains 
visions in recognition of their small busi- 
s§ recommendations. In contrast, the On- 
© Government proposes recovery of the 
all business tax credit. 

f there is to be such recovery, an offset is 
essary to avoid the serious effects which 
id occur with the 50 per cent tax rate 
licable to the amount received on any 
90sal or withdrawal of the investment. For 
; reason, it is essential there be a rollover 
Teinvestment of the proceeds from the 
ified investment, subject only to rules to 
vent abuse. This would be a minimum, 


and a preferable approach would be broader 
rollover provisions. 

In the case of smaller estates, the proposed 
recovery of the incentive at a rate of 50 per 
cent of the proceeds of the investment on 
which the incentive was claimed could prove 
too harsh. In such cases, it would be possible 
to provide, for example, that recovery be 
taxed at only 25 per cent as a deemed capital 
gain on death. The precise rules would de- 
pend upon decisions related to rollovers and 
estate exemptions. 


One or More Incentives? 

If seems reasonably clear that if encourage- 
ment of owner-operators who are Canadian 
individuals is the prime purpose of the in- 
centive, then the direct approach of a Cana- 
dian owner-operator investment incentive will 
provide the greatest impact as the primary 
incentive. If more is required, the way to 
achieve it is to moderate the limitation on the 
amount of incentive available. The possibility 
of additional incentives for specific purposes 
is discussed in Chapter IV. 


Commencement of New System 

Careful consideration will be required on a 
number of administrative aspects if the new 
system is to run smoothly. The incentive is 
broadly conceived and should not be hem- 
med in by administrative limitations inappro- 
priate to the social and economic objectives 
sought. Simple tests and methods for the vast 
majority of situations should only be com- 
plemented by more complex rules where this 


Some Examples 


is essential to ensure reasonable fairness and 
compliance in certain special cases. 

As previously stated, the Ontario Govern- 
ment believes the new system will have 
reasonable balance after it has been in effect 
for a period of time. Special rules, however, 
may be required in the transition period. 

No investment by the owner-operator prior 
to the start-up of the new system would 
qualify for the proposed investment-related 
incentives. Thus, there would be no revenue 
losses referable to investments made under 
the present system when different taxing 
arrangements have prevailed, as only new 
investments would qualify. 

During the first few years of the new in- 
centive system it may be necessary, in order 
to avoid risk of manipulation, to exclude 
from qualifying any business investment 
made in a not-at-arm’s length transaction. 
This would reduce any incentive to manipu- 
late within family groups. It would be desir- 
able in the future — perhaps after a deter-. 
mined transition period, probably five years 
— to drop such a restriction or make it signi- 
ficantly less restrictive. 

The ability of heirs to use the incentive to 
assist in acquiring an existing small business 
from the estate of the deceased owner would 
help avoid unnecessary sell-outs of Canadian 
businesses based on the need for cash to pay 
estate and capital gains taxes arising on 
death. It would be undesirable to make it 
more difficult for a person active in a family 
business to acquire that business than to 
acquire a business with which he had no 
previous connection. 


The following examples illustrate the workings of the credit and its recovery in the three basic 
types of owner-operator situation, and show the net advantage to the owner-operator com- 


pared with the present incentive. ?4 


A. A Sole Proprietor 
Investment during the year- - - - - 
Business profits - - - - - - = - 
Other income - - - - - - = - 
Total income - - - - - - - =| - 
Tax payable, pre-credit- - - - - - 
Tax credit available, lesser of: 
i) Annuallimit- - - - - - - 
ii) 50% of investment - - - - - 
iii) 50% of pre-credittax - - - - 
Tax payable after credit- - - - - - 
Increased investment utilized for credit - 
Adjusted cost basis of investment for 
determination of future capital gains 
tax or recovery of credit - - - - 


Increased investment carried back or forward - - - - - 


24The examples assume a married taxpayer 
with two dependent children. 
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Tax Reform and Small Business 


IV OTHER MATTERS RELATED TO 


The credit would represent an incentive not available to the proprietor under the present 
system. In the case of a farmer it would be an additional incentive to investment over and 
above the continued use of the cash basis method of determining income enjoyed under 
the present system. 


An Active Partner 
Acquisition of interest in partnership - - - - - - - - $15,000 
Amount Tax 

Share of accrual basis profits - - - - - - - - - - $15,000 $ 3,100 
Share of cash basis profits (where applicable) - - - - - $10,000 $ 1,500 
Tax credit available only if filing 

on an accrual basis, being the lesser of: 

i) Annuallimit- - - - - - - - - - - - - $10,000 

ii) 50% ofinvestment - - - - - - - - - - -  §$ 7,500 

iii) 50% of pre-credittax - - - - - - - - - -  §$ 1,500 $ 1,550 


The credit would represent an incentive not available to a partner under the present system. 
The partner would have the option of filing on a cash basis (where he is entitled to do so as 
a farmer or professional) and paying $1,500 of current tax as under the present system or 
filing on an accrual basis, paying $1,550 in current tax and reducing the cost basis of his 
investment for capital gains tax and tax credit recovery purposes by $1,550. 


. A Majority Shareholder 
Investment in corporation - - - - - - - - - - = $30,000 
Profits of corporation before salary andtax - - - - - - $25,000 
Salary - - - - - - - - - - = = = - = = = $25,000 
Corporate profit - - - - - - - - - - - - = - $ 0 
Personal tax, pre-credit - - - - - - - - - - - - $. 7,100 
Reinvestment in the corporation by way 
of further shares or debt - - - - = = = = = = $ 9,000 
Tax credit available being the lesser of: 
i) Annual limit- - - - - - - - - = - - - $10,000 
il) 50% of investment 
($30,000 +. $9,000) - - - - - - - - - - $19,500 
ii) 50% of pre-credittax - - - - - - - - - = 3,550 » 3,550 
Increased investment utilized for tax credit - - - - - - $ 7,100 
Adjusted cost basis of investment - - - - - - - - - $31,900 
Increased investment available for credit 
in subsequent years - - - - - - - - - = - = $31,900 


After personal tax of $3,550 and further investment in the company of $9,000, $12,450 is 
available for personal use. 

Under the present lower corporate rate system, the taxpayer would have somewhat less 
available for investment in the corporation if he drew a salary of $15,500 to provide him 
with after-tax personal funds of approximately $12,500. This would leave $9,500 of earn- 
ings to be taxed in the corporation for after-tax earnings of $7,300. 


If he should sell his investment in the following year at the value shown in the books of the 


company he would realize - - - - - - - - - = - $39,000 
which when compared with the adjusted cost basis of his investment of $31,900 
would give rise toa gainof - - - - - - - - - - - $ 7,100 
BiG AIRE OVO) Oo eo s = S 2 5 oS 6 aie S 6 S 3550 


The $3,550 of tax credit would therefore be fully recovered. 


investment and of the small business incen- 


SMALL BUSINESS TAXATION tive proposed in this paper. 


There are a number of other matters related 


to the taxation of small business which merit 
discussion in the context of the Ontario ap- 
proach to the need for Canadian savings and 


Farmers 
The federal white paper proposes retention 
of the cash method of reporting for farmers. 


Farmers who qualify as owner-operati 
(taxpayers who farm as a hobby would} 
meet the normal test of an owner-operat 
should also have the option of taking ady 
tage of the new small business incentive ij 
is to their advantage to do so. Traditional} 
farmers have faced severe cash problems w 
almost all their assets tied up in fixed inve 
ment. If the new small business incenti 
and existing provisions relating to inve 
ments of farmers are not adequate to hy 
farmers meet these cash problems, additio) 
changes by way of faster write-offs or inve 
ment credits may prove desirable. The « 
tinued efficiency of Canadian farming y 
depend on the ability of Canadian farm 
to finance even greater fixed investment 
the future than in the past. This is an imp) 
tant priority which the reformed tax syst 
must reflect. 


Other Possible Incentives 

More specific incentives in selected areas 
be possible and desirable in addition to | 
small business incentive. There are a num} 
of possible devices which could be explo; 
from time to time in relation to particu: 
objectives, such as: 


e a permanent carry-forward class of h 
technology or innovation expenditures sj 
ilar to the mining exploration and f 
production expenditures; ?° 


e a lower effective rate of tax; 


e accelerated capital cost allowance, inw 
ment credit or deduction of 150 per c¢ 
of a qualified expenditure (such as 
former scientific research tax incentiy 
and 


e special treatment of stock options to. 
employees similar to principles of f 
posed small business incentive. 


In addition to Canadian owner-operati 
there may be particular business activitie| 
many of which will fall into the small b) 
ness category — which it is especially desi, 
to stimulate in order to achieve more se’ 
tive objectives than the general one of | 
couraging small business. These might’ 
clude businesses new to Canada, busine} 
new to a disadvantaged region in Cané 
high technology businesses, heavy exp) 
type businesses, or Canadian-identity b’ 
nesses like books or films. In such cases 
entrepreneurial capital and the passive. 
vestor might also benefit, with related bent) 
to Canadian small business. j 


“>This would only be applicable in those casé 
where the present five-year limit for the 
carry-forward of business losses is insufficiet 


n particular, additional encouragement 
y be needed for innovative small busi- 
i Such businesses are often better able 
‘respond more quickly to market changes 
n a large corporation and, therefore, may 
better placed to introduce and market an 
ovation, provided they are able to obtain 
ficient capital. Many of the major innova- 
as of the present century — penicillin, the 
engine, television, radar, the Polaroid 
era, and xerography, for example — were 
result of an individual’s initiative and 
sistence in developing a market for a new 
rduct. We share the view of the US. 
partment of Commerce on this matter: 


rom a number of different points of view, 

e are persuaded that a unique cost- 

enefit opportunity exists in the provision 
of incentives aimed at encouraging inde- 
sendent inventors, inventor-entrepreneurs, 
and small technologically based businesses. 
The cost of special incentives to them is 
‘ikely to be low. The benefits are likely to 
de high. 


nadian Development Tax Incentive Plan 

10ng many possible approaches is an adap- 
ion of the owner-operator investment-re- 
ed approach of the small business plan by 
ablishing a Canadian development capital 
estment tax credit plan. This incentive 
ald be aimed at Canadian individuals or 
2rmediaries like mutual funds whose only 
‘ders were Canadian individuals. Busi- 
sses in which investment would qualify for 
» tax credit could be those whose owner- 
Pp met similar tests to those now mandatory 
banks, trust companies and broadcasting 
npanies — that is, not more than 25 per 
it ownership in the hands of non-residents. 
This approach to Canadian development 
'y be contrasted with a government cor- 
ration like the proposed Canada Develop- 
mt Corporation. This approach would 
centralize investment decisions in the 
ieral areas identified for special incentive, 
‘opposed to even more centralization in 
other government bureaucracy. It would 
'a positive approach to increased Canadian 
nership by facilitating the investment itself 
individual Canadians in those areas where 
‘re is a special public interest in develop- 
‘nt by Canadians. It would involve no dis- 
mination against non-residents in the same 
siness, as all businesses would be taxed in 
> same way, regardless of their ownership. 
\e¢ approach is neither negative nor pro- 
‘tionist. It would do no more than make 


“echnological Innovation: Its Environment 
d Management, (Washington: U.S. 
‘partment of Commerce, 1966). 


capital somewhat more accessible to Cana- 
dians in competition with non-residents, many 
of whom have significantly more capital to 
draw upon. It would be more efficient than 
the across-the-board decrease in the taxation 
of dividends which would result from both 
the full integration and half-integration pro- 
posals of the federal white paper. It would 
not be open to the charge made against the 
federal proposals that they were discrimina- 
tory in international investment. 

There are many possibilities. The incentive 
could supplement the proposed tax credit for 
Canadian owner-operators. Or it could be an 
alternative, depending on how strong an in- 
centive is desired. It could be structured to 
benefit Canadian individuals, while encour- 
aging the pooling of savings in the hands of 
Canadian risk capital intermediaries. Of 
course, great care would need to’ be taken in 
choosing areas for the incentive, and its 
effectiveness would need to be reviewed to 
ensure the results merited the incentive. 


Full Integration Benefits for Smaller Business 
At this point, given the views of the Senate 
and Commons Committees, and of the pro- 
vincial governments, including the Ontario 
Government, it seems quite clear that full 
integration will not be a general feature of 
the reformed federal system. The Ontario 
position is that there should be no integration 
as such, and that any general incentive to 
invest in Canadian equity shares should be 
simple and direct (like the dividend tax 
credit), without resort to complex procedures 
or theories about who really pays the corpor- 
ate tax. Nonetheless, the Ontario Proposals 
expressed belief in the possibility that some 
new approaches were possible in dealing with 
those smaller companies which are similar 
to unincorporated proprietorships and part- 
nerships.?7 

The Commons Committee did recommend 
that a partnership option be available for 
small closely-held corporations (a distinction 
the Commons Committee would keep for this 
purpose and for small business relief) and 
full integration for the first $50,000 of annual 
taxable income for Canadian closely-held 
corporations controlled by Canadian resi- 
dents. This type of integration would benefit 
passive investors as well as owner-operators 
and, unless restricted, could result in a 
greater than $50,000 cumulative benefit to an 
individual investor in several closely-held 
corporations. These effects do not seem 
necessary or desirable. 


27Ontario Proposals, op. cit., page 23. 


Alternative to Commons Committee Proposal 
An alternative approach consistent with the 
thinking of the Commons Committee but 
more in keeping with the owner-operator type 
of incentive would be to make integration a 
privilege of individual Canadian owner- 
operator shareholders, rather than relate it to 
a type of corporation. The reason for some 
measure of full integration is to try to equal- 
ize the tax position of the small incorporated 
business with the small proprietorship or 
partnership. This argument has merit when 
considering the owner-operator shareholder 
of a corporation but has little or no merit 
when considering the passive investor in that 
corporation. This equalization is not as im- 
portant an objective for the Ontario Govern- 
ment as it seemed to be for the federal 
government in its white paper. This is be- 
cause incorporation is not difficult, and, if 
the cash method were continued for pro- 
fessionals, who sometimes cannot incorpor- 
ate, there would be little practical reason for 
concern about different treatment between 
incorporated and unincorporated business by 
reason of a tax on dividends. On the other 
hand, practical integration can and will be 
achieved for owner-operators to the full ex- 
tent of justified salaries. Beyond that, it seems 
reasonable for owner-operators, in their role 
as investors, to be taxed on dividend distribu- 
tions on the same basis as any other investor 

—that is, taxed on dividends subject to a 

general dividend tax credit. 

The alternative approach would rest on 
three principles: 

e for personal business income of up to say 
$50,000 a year, there is validity in the 
feeling there should be little tax difference 
between an incorporated and an unincor- 
porated business; 

e business income that really reflects per- 
sonal services should be taxed on essen- 
tially the same basis as all personal in- 
come, namely at personal rates, and not 
be subject to two taxes, once in the cor- 
poration and once in the hands of the 
individual shareholder. When business in- 
come climbs beyond the personal service 
element, all corporate business income 
should be taxed alike — once in the cor- 
poration and once in the hands of the 
shareholder subject to dividend tax credit 
to Canadian resident individual share- 
holders; and 

e all corporations should be treated the 
same, and any incentive relief should be 
to individual Canadian shareholders only. 


NN ———— 


Tax Reform and Small Business 


The tests for qualification could be identi- 
cal to the owner-operator qualifications re- 
quired for the proposed small business in- 
centive. Possible techniques would include 
any one or all of the following: 


e a “safe-haven” salary approach. Any in- 
dividual taxpayer qualifying as an Owner- 
operator could take out say $50,000 as 
salary — thus a deduction from company 
income — and no question of justification 
of the propriety of salary would be raised. 
This would be $50,000 aggregate of all 
salaries and business income of a particular 
owner-operator. On the other hand, larger 
salaries could be permitted where justifi- 
able as a reasonable business expense; 


e a partnership election by the individual 
owner-operator whereby up to $50,000 of 
business income and salary is deemed his 
income and salary and credit for corporate 
tax paid on appropriate portion is allowed. 
Again, the maximum limit would be 
$50,000 of all such business income and 
salary from all sources; and 


a personal integration right of up to 
$50,000 (minus salaries and other business 
incomes) in respect of actual dividends 
received from all companies in which the 
taxpayer is an owner-operator. 


The practical effect of this approach would 
be that a qualifying taxpayer could elect to 
be taxed at personal rates only on annual 
income up to $50,000. Beyond that, he 
would have to receive and justify a higher 
salary as reasonable, or would be subject to 
tax on dividend distributions on the same 
basis as other investors. 


Cash Method of Reporting Income 
The present system permits a professional or 
a farmer to report his income on a cash basis. 
The white paper proposed its withdrawal for 
the professional, the Senate Committee rec- 
ommended retention, and the Commons 
Committee recommended a mid-position. 
However, as these taxpayers are themselves 
owner-operators, they would be able to take 
advantage of the proposed incentive. Cer- 
tainly, it would be inconsistent to offer special 
taxing arrangements to small business to 
replace the present low rate, and not recog- 
nize the parallel to the professionals, whom 
the federal white paper proposed to tax on 
money they have not yet received. 

In effect, the present cash basis for most 
professionals is not as favourable as the 
present lower rate of tax, for two reasons. 


°SThis contrasts with the federal white paper 
and Senate Committee proposals of a top rate of 
50 per cent and the Commons Committee 
proposals of a top rate of 60 per cent. See, 
Ontario Proposals, op. cit., page 20; and Staff 


First, it is unlikely that $10,000 annual tax 
will be deferred each year, year after year, as 
is the case with the lower rate. Second, there 
is almost always a day of reckoning when the 
receivables and work in process are recovered 
at the end of the road. Even the present cash 
basis for most professionals would not be as 
favourable as an annual $10,000, lifetime 
$100,000, tax credit for smaller business. 
Very few, if any, individual professionals 
would reach a position of having $200,000 
of untaxed accounts receivable and inventory 
on hand at any one time. Yet the cash basis 
is an extremely simple method that puts 
self-employed professionals on the same tax 
basis as employed professionals, and on a 
similar basis to small corporations. Many 
professionals do not have substantial invest- 
ment in other than accounts receivable and 
inventory, which are fully taken care of by 
the cash method. These considerations argue 
for retention of the present cash method, 
which would maintain rough equivalence 
between professionals and those able to take 
advantage of the proposed small business 
incentive. It would be possible to give pro- 
fessionals the right to elect to go on an 
accrual basis and take the small business in- 
centive instead if this seemed desirable. This 
approach would eliminate any question of 
advantage or disadvantage between profes- 
sionals who cannot incorporate and those 
businessmen who are able to incorporate and 
who would be able to get the proposed new 
small business incentive. 


V SAVINGS AND INVESTMENT 


The Ontario approach reflects greater con- 
cern than the federal proposals about the 
general savings and investment effects of tax 
reform on economic growth. The small busi- 
ness incentive proposed in this paper reflects 
this concern and is intended to operate as 
part of the general reformed system ad- 
vanced in the Ontario Proposals. This Chap- 
ter explores the Ontario system, partly in 
relation to the tax system comparison con- 
tained in Chapter II, and partly in relation 
to the small business incentive proposed in 
Chapter III. 

As a first stage, the Ontario approach is 
to modify the existing tax structure affecting 
business and investments in two main ways. 
First, Ontario’s proposed rate schedule re- 
duces the top rate to 65 per cent.28 The 
Ontario decision to keep the top rate signifi- 


Paper, Effects of Ontario’s Personal Income Tax 


Proposals. Ontario Studies in Tax Reform 2, 
(Toronto: Department of Treasury and 
Economics, December, 1970), page 18. 


cantly above SO per cent and to reject» 
integration proposals has the merit of 

ducing the tendency to move to the perso) 
rate structure implicit in the federal wh 
paper. Second, changes in the taxation 
corporations and shareholders would elit 
nate loopholes and increase the dividend} 
credit slightly to the benefit of low 4 
middle-income groups. It would then int 
duce a moderate but fully separate cap) 
gains tax and reduce estate taxation in on 
to achieve a level of capital taxation wh 
will not reduce savings or discourage ent 
prise in the creation and expansion of by 
ness by Canadians. 


Federal White Paper Impact 

If the federal white paper proposals of 
top 50 per cent rate were adopted, thi 
would be a powerful tendency for business: 
seek access to the personal rate structure 
order to avoid any double taxation of ¢ 
porate source income inherent in the fede 
integration proposals. This would not 0 
create business distortions and revenue loss 
but would largely eliminate the tendency: 
the present system to encourage earnil 
retention for business growth. When added: 
the heavier taxation of capital of the fede 
approach, there would be a significant sl 
in the balance of influences towards ec 
sumption and away from savings. The ( 
tario Government’s view is that small br 
ness cannot hope to thrive in such a climé 


Capital Gains | 
The Ontario Government’s approach to cé 
tal-gains taxation is generally less severe tl 
the federal proposals on all capital gains . 
cept short-term gains and gains of traders, 
shares of Canadian widely-held companie: 
and those in the hands of well-to-do it) 
viduals from their shares in mature | 
growth private companies.*° However, | 
like the present system in relation to corpot 
surplus, and the federal white paper pro: 
sals in relation to capital gains on death, ) 
Ontario Proposals for deemed realization. 
capital gains at death and reduced esi 
taxation face squarely the issue of the apf 
priate level of all capital taxation at death 
Rollovers } 
Any form of capital gains taxation based. 
the realization principle, as proposed by 

Ontario Government, may impede econo 
cally desirable transfers. The Ontario Pro. 


“°The Ontario proposals would tax these gail 
up to 65 per cent as income, whereas the top’ 
rate under the federal proposals would be — 
25 per cent. 


recognized this and called for provisions 
facilitate necessary and desirable changes 
he ownership of capital assets. They also 
ygnized general problems of economic 
ee and expressed a willingness to con- 
‘x variations in the general framework 
ch would assist in their solution. 

he basic solution to these problems lies 
appropriate rollover provisions. One ap- 
ch is to restrict rollovers stringently, in 
ch case many economically desirable 
sfers are almost certain to be impeded. 
s was the approach of the federal white 
yer, except the almost unanimously dis- 
roved five-year revaluation proposal was 
arded as a sufficient protection to allow 
ad tax-free rollovers in the case of widely- 
d shares. Another solution is to widen the 
over provisions in which case many nor- 
| decisions will be distorted in order to 
under the umbrella of the tax-free roll- 
t. This is basically the United States 
roach. This has led to takeovers and 
rgers in which an exchange of shares takes 
'place of cash payment, with results that 
not always satisfactory. 
(he Ontario Proposals do not take a spe- 
c position on rollovers, but leave the 
: 


jl 


ter open for discussion. Ontario favours 
broadest possible rollovers to minimize 
ation as an influence in investment deci- 
ns. One alternative, as it affects small 
siness, is to permit a rollover on any sale of 
res by an owner-operator in a small busi- 
s, or of the small business itself, provided 
proceeds are reinvested. This would com- 
tely eliminate any tax impediment to going 
slic or merging or selling-out to a larger 
npany. Any such decision could then be 
ed solely on considerations of economic 
rit, which would eliminate the type of 
tortion that occurs under the United States 
tem of tax-free share exchanges. 

[f a broader rollover than in the United 
tes seems desirable for small business, the 
<t question is whether it would be sound 
exclude real assets and public company 
ires from a reinvestment rollover approach. 
ere is no question that the need for both 
vate savings in Canadian hands and capital 
ket efficiency strongly favours a reinvest- 
nt-related tax-free rollover approach for 
shares and business assets. With deemed 
lization on death, an important equity 
yument against the approach is substan- 
lly lightened, especially if one regards the 
ation of capital as more appropriate having 


: 


| 


a lifetime perspective, in comparison with the 
taxation of income or consumption, which 
may more appropriately be on a current basis. 


Long-Term Structure 

The Ontario Proposals are based on the 
central importance of savings and investment 
for economic growth as the only reliable 
generator of increased revenues to govern- 
ments. Thus, the Ontario Government does 
not believe in designing a long-term structure 
on the basis of short-run revenue considera- 
tions. For any rollover will only delay the 
collection until the gain is realized in spend- 
able form or the taxpayer leaves the country 
or dies. Nonetheless, the question arises as 
to the likely revenue impact of granting wide 
rollover privileges during the lifetime of the 
taxpayer based on reinvestment. It seems 
unlikely to be great. Full taxation of short- 
term and trading gains and taxation of gains 
realized in spendable form would be un- 
affected. So would the deemed realization of 
gains on death. Moreover, the Ontario gains 
base would be higher than under the federal 
proposals, because it would include accrued 
gains on death and retained earnings. Also, 
the Ontario proposed dividend tax credit 
would be less generous to high-income tax- 
payers than either the federal proposal for 
full integration for closely-held corporations 
and half-integration for Canadian widely-held 
corporations, or the half-integration proposal 
for all Canadian corporations advanced by 
the Commons Committee. 

It is important to note that the Ontario 
Government expects an annual net revenue 
gain of only $100 million from the combined 
taxation of estates and capital gains as a 
result of its national tax reform package.?1 
As some capital gains would, in any event, 
be used for consumption, not reinvestment, 
any adverse general impact on Canadian 
savings should be moderate and acceptable. A 
general reinvestment-related rollover would 
further favour savings over consumption. In 
assessing this net revenue gain, it is to be 
noted that the integration revenue losses pro- 
posed by the federal white paper were re- 
garded as unnecessary and undesirable by 
the Ontario Government. Under the Ontario 
Proposals, the revenue expected from capital 
gains would not, as under the federal white 
paper, be offset by reduced revenues from 
what the Ontario Government regards as an 
unnecessarily generous reduction in the taxa- 
tion of current dividends and other corporate 
distributions. 


Encouragement to Canadians 

The Ontario approach seeks fairness and 
moderate revenue gains from introducing a 
capital gains tax, without requiring damage 
to savings or investment in general or to the 
dynamics of Canadian small business in 
particular. They reflect fully the view that a 
dynamic economy is the only source of last- 
ing revenue gains that are compatible with 
bearable tax levels. While the Ontario capital 
gains and related estate tax reduction pro- 
posals have not been presented in full detail, 
the views expressed in this chapter point the 
way to a reformed tax system which, with the 
addition of a sound incentive to small busi- 
ness, would effectively encourage investment 
by Canadians in the economy of their country. 


VI CONCLUSION 


The Ontario Government is satisfied that its 
proposals relating to savings and investment 
and the taxation of corporations and share- 
holders constitute the best basis for sound 
and workable tax reform which will contri- 
bute to the efficient growth of the Canadian 
economy. 

The Ontario Government has proposed a 
novel small-business incentive to replace the 
present dual rate of corporate tax. The pro- 
posal reflects Ontario’s conviction that broad 
social and economic benefits can flow from 
encouraging Canadians to own and expand 
their own businesses. The focus on the in- 
dividual Canadian owner-operator as the 
person to get the incentive constitutes a 
powerful long-term encouragement to the 
development of the Canadian economy by 
Canadians. 

The Canadian economy will continue to 
need foreign capital for its efficient develop- 
ment. The Ontario approach to the taxation 
of business and investment is based on facili- 
tating capital investment by Canadians, with- 
out any discrimination against international 
business investment. This is important in the 
face of a world shortage of capital and de- 
veloping protectionism in many countries. 
Canada has a major stake in reasonably free 
international trade and capital movements. 
For this reason, Canadian tax policies should 
not be inward-looking. 

Most important of all, the Ontario Govern- 
ment hopes that the approach and proposals 
of this paper will be carefully considered by 
the federal government. Ontario is fully pre- 
pared to discuss these proposals at both the 
ministerial and official levels. 


f the only gains reflected retained earnings, 
re would normally be no tax under the 

leral proposals, but a 25 per cent capital gains 
“would be payable under the Ontario 

2 posals. 


31Ontario Proposals, op. cit., page 45. 
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Coincidental and Lagging Indicators 
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Analysis Branch of the Economic and 
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of Treasury and Economics. The review 
presents articles of interest as well as current 


information on economic activity in Ontario. 
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the views of the Department. 
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charge by writing the Editor, Ontario 
Economic Review, Department of 
Treasury and Economics, Frost Building, 
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About The Review 

The feature article for the March/April 
edition of the Ontario Economic Review 
presents an analysis of price changes over 
the period 1961 to 1970. 

During the course of the past few years, 
Canadians have been engaged in discussing 
the nature, causes and extent of price 
increases and inflation. While all aspects 
of price changes are not analyzed in this 
report, policy issues are examined in the light 
of historical price series. The statistical 
material and related analysis is contemporary 
to about the third quarter of 1970. In some 
instances data for the full year 1970 has 
been incorporated. 

Originally this report, which is a summary 
of a larger study, was prepared for use within 
the Department; however, in view of the 
nature of the data, it was decided to publish 
the material in its present form. 

The article was prepared by John 
Burkus, Director of Corporate Planning 
and Research with the Ontario Housing 
Corporation, and until recently a senior 
economist in the Economic Planning Branch, 
Policy Planning Division, Department of 
Treasury and Economics. 

In a short article on Britain’s new fiscal 
policies, R. G. Holloway of the Taxation and 
Fiscal Policy Branch, Department of 
Treasury and Economics outlines the aims 
and coverage of the recent U.K. tax reforms. 

The material for the review of the 
Canadian Economy in 1970 was prepared 
by the Aggregate Analysis, Forecasting and 
Planning Section of the Economic 
Planning Branch. 


Indicator Charts, Pages 14-16 
Fluctuations in aggregate economic acti 
— commonly used to define business cy¢ 
do not necessarily correspond with fluct 
tions in the individual activities which nm 
up the aggregate. Instead different indic 
of economic activity may vary with resp 
to both their rates of growth and the tim 
of their peaks and troughs: some may 
grow more rapidly than others, some 
change direction sooner. 

Those activities which tend to assum« 
a direction in advance of the aggregate - 
because they relate to future rather than 
present production — are referred to as 
leading indicators, and are widely used ' 
anticipate the short-run future course of 
overall economy. The charts on pages 1. 
in the Ontario Economic Review preset 
a number of these leading indicators, as 
as several which are coincidental to or 
lag behind the aggregate, to provide for: 
the reader an opportunity to make 
such an evaluation. 

While comparisons of the timing and 
direction of general changes in the varic 
indicators can readily be made, great ca 
must be exercised in making sucha 
comparison of the amplitude of fluctuat 
Of the three vertical scales used — ‘A’ _ 
(arithmetic) and ‘L 1’ and ‘L 2’ (logari 
scales with one and two cycles respectiv 
over a given vertical distance) — only t] 
logarithmic scales can be used to compi 
relative changes in different indicators. | 
this applies only when all series being | 
compared are on the same logarithmic 
scale. In such a situation all parallel line 
represent equal rates of growth, the exa. 
rate of growth being determined by | 
the slope of the line. 


| 


: Canadian Economy in 19701 

‘ised estimates of the first three quarters 
preliminary estimates for the fourth 
rter indicate an accelerating pattern of 
growth during 1970. The gain in the 
th quarter was particularly strong. Thus, 
,ada’s gross national product rose by 7.5 
cent, to $84,468 million. The implicit 
e deflator rose by 4.1 per cent. Although 
was less than the 4.7 per cent price in- 
ise in 1969, it was still one of the largest 
rienced in recent years. After discount- 
the effect of price increases, the physical 
ime of production rose by 3.3 per cent. 

is likely that the fiscal and monetary 
cies adopted by the federal government 
1969 contributed to the slowing in the 
yth of incomes and domestic demand in 
first half of the year. Also, these policies 
‘estraint contributed to a moderation in 
e increases except in the first quarter 
n the index rose by 2.0 per cent. Simi- 
’, the easing of restraints in the early part 
1970 appears to have stimulated a re- 
2ry of demand in the second half of the 
-. However, the moderate growth of 1970 
ld not have been achieved, without the 
standing performance of the export 
or. The spectacular growth of exports in 
first quarter, and their continuing strength 
ugh the remainder of the year provided 
‘ar the greatest stimulus to the economy 
970. 

ilthough the rate of price increase de- 
2d during the year, cost pressures do not 
ear to have eased. Corporation profits 
ined for a number of reasons including 
1erous work stoppages, and the adverse 
ct on export-oriented industries of the 
reciation of the Canadian dollar. In- 
ises in employment were insufficient to 
orb the rapidly increasing labour force, 
ling unemployment rates to 5.9 per cent. 


ss National Product 
he fourth quarter the total value of pro- 
tion rose by $1,3882 million dollars, or 
per cent. While this was not a spectacular 
of growth, it is more impressive when 
price factor is eliminated, yielding a real 
of growth of 1.5 per cent (6 per cent on 
innual basis). 
arlier estimates had indicated substantial 
ngth in the first quarter, the result of very 
hg export demand. However, revisions to 
implicit price deflator, including a correc- 
to the implicit price index of exports, 
indicate that in spite of the boost from 


he Ontario Economy 


Gross National Product — Quarter to Quarter Percentage Changes! 


1969 1970 

1Q WQ HQ IVQ IQ W1Q IWOQ IVQ 
Gross National Product Shall il) 2.4 2a 21 1.4 1.4 1.6 
(Current dollars ) 
Gross National Product 1.6 —0.7 De 1.4 0.1 0.7 0.6 1S 
(Constant 1961 dollars) 
Implicit Price Index LS PIA) 0.3 Ou, 2.0 0.6 0.8 0.1 
Implicit Price Index 1.4 Meg 0.9 0.6 1.4 0.8 0.8 0.4 
(Excluding nature of 
physical change in 
inventories ) 


a healthy export performance real growth in 
the first quarter was only 0.1 per cent. Thus, 
the accelerated growth of the subsequent 
quarters in the face of a lack of further 
growth in the export sector indicates a re- 
sumption of domestic demand. The recovery 
in the latter part of the year was aided by an 
exceptionally strong performance of invest- 
ment, which increased by 4.4 and 2.8 per 
cent in the third and fourth quarters, after 
having experienced marginal declines in the 
first two quarters. Government expenditure 
on goods and services was another important 
sustaining force throughout the year. The 
1970 increase of 15.5 per cent was the high- 
est since 1966. Although consumer expendi- 
ture did not experience such a dramatic in- 
crease, it did rise in the last three quarters. 


Prices 

The year-to-year change in the implicit price 
index was 4.1 per cent. While still very high 
by historical standards, this was a definite 
improvement over the 4.7 per cent price in- 
crease experienced in 1969. Although there 
is a conceptual difference between a currently 
weighted price index such as the implicit 
price index and base weighted price indexes 
such as the consumer price index and the 
general wholesale price index, these latter 
indexes exhibited the same pattern as the 
former — in fact showing even more sub- 
stantial declines. 

While the price indexes for most major 
categories of final expenditure recorded lower 
increases, the, deceleration of the overall im- 
plicit price index was mainly the result of 
moderation from the second quarter onward 
in the rise of the index for personal expendi- 
ture on goods and of that for exports. 

The implicit price index for exports rose 
by 3.3 per cent. The increase was concen- 


trated mainly in the first quarter, which 
showed an exceptionally strong rise of 2.1 
per cent. During the rest of the year there 
was very little rise in export prices. For many 
commodities, whose prices are determined in 
world markets, the freeing of the exchange 
rate in June 1970 caused a lowering of the 
price received by Canadian producers. How- 
ever, the full implications of the appreciation 
of the Canadian dollar on domestic pro- 
ducers cannot be determined until the ex- 
change rate is repegged. As had been ex- 
pected, the increased value of the dollar 
eased the rate of gain of import prices. 

The implicit price index for total personal 
expenditure rose by 3.2 per cent —a signi- 
ficant deceleration from the increase of 4.1 
per cent recorded in 1969. Expenditure on 
durables was the only sector not experiencing 
a decline. However, the increase here was 
concentrated in the first quarter with the rest 
of the year showing no change. Expenditure 
on non-durables eased primarily because of 
declining food prices. This was the result of 
lower prices of food imports and the intense 
competition among large retail stores in the 
latter part of the year. While expenditure on 
services continued to rise at a higher rate 
than that of the other consumer sectors, an 
easing of rent prices reduced the increase to 
4.4 per cent from 6.5 per cent in 1969. 


Consumption 

Consumer expenditure on goods and services 
increased by 5.3 per cent, after an increase 
of 9.8 per cent in 1969. Since consumption 
expenditures represent approximately 60 per 
cent of Canada’s gross national product, the 
influence that a 46 per cent reduction in the 
rate of growth of this component has on 
aggregate demand is obvious. As was ex- 
pected, the principle weakness occurred in 


‘ails concerning the performance of the 
adian economy in 1970 were obtained from 
-S. National Income and Expenditure 
ounts, Fourth Quarter and Preliminary 
ual, 1970. 


2Unless otherwise stated, all figures are 
seasonally adjusted at annual rates. 
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Selected Implicit Price Indexes — Quarter to Quarter Percentage Changes 


1969 1970 
1K@) ILQ U@) JAY @ IQ IIQ IDOL@) IY @ 
Personal expenditure 
on consumer goods and 
services het eS 0.9 0.6 1.6 0.4 OR =H), iI 
Government current 
expenditure on goods 
and services =U). 4.6 BB 1.6 =I 3.0 1.9 0.9 
Business gross fixed 
capital formation 1.8 1.5 Oo? 0.6 1.0 0.4 0.4 1.4 
Residential 
construction BB eS — Oe — he 12} i) 32 ed 
Non-residential 
construction 2.6 1.8 Le Wl OG —Oil 1.0 13} 
Machinery and 
equipment 0.8 1.0 0.9 0.1 2 0.8 —0.3 0.3 
Exports L3 ia - 0.6 Pe 0.4 0.1 — 
Imports iO 1D ES 0.8 0.7 Oa — 0. Se —Ol6 
Gross national 
expenditure PS) 2.0 0.3 0.7 2.0 0.6 0.8 0.1 
Gross national expendi- 
ture excluding value of 
physical change in 
inventories 1.4 iL7/ 0.9 0.6 1.4 0.8 0.8 0.4 


Source: DBS, National Income and Expenditure Accounts, Fourth Quarter and 


Preliminary Annual, 1970. 


the purchases of consumer durables. It is 
with the more expensive durable goods items 
that the consumer has the greatest scope for 
discretionary spending, and 1970 saw a 
reduction in this area. For example, outlays 
on new passenger cars fell by 17 per cent. 
The decline in new car purchases was espe- 
cially strong in the first quarter, gradually 
recovering in the second and third quarters 
but dropping again in the final quarter when 
sales were affected by the strike at General 
Motors. Other durable goods that showed 
declines were recreation equipment and home 
appliances. 

The demand for semi-durable goods was 
also sluggish, especially for such items as 
clothing and footwear. The slowing of de- 
mand for services was largely due to the 
further extension of the medicare program 
which shifted most medical expenses from 
the personal sector to the government sector, 


and contributed to the hefty increase of 15.5 
per cent in government expenditure. Outlays 
on non-durable goods were supported by 
accelerated rises in electricity and fuel which 
experienced substantial increases in export 
demand over the previous year. 


Investment 

Investment for the year increased at a rate 
much in excess of what earlier statistics had 
indicated. This was due to the fact that the 
quarterly accounts are based on indicators, 
and in a year of change such as 1970, they 
were not very sensitive to the changing pat- 
tern of investment. Total gross fixed capital 
formation increased by 4.2 per cent. Govern- 
ment capital expenditures increased by 6.6 
per cent, to $3,252 million, while business 
gross fixed capital expenditure increased by 
a lesser 3.7 per cent. However, this gives a 
somewhat misleading picture since the aver- 
age was pulled down substantially by an 8.0 


per cent decline in residential constru 
Business fixed investment excluding he 
rose by 8.0 per cent, to a level of $1 
million. Business spending on non-resid 
construction was up 10.1 per cent, whi 
penditures on machinery and equipmen 
by 6.2 per cent. 


Income 

Wages, salaries, and supplementary | 
income again grew at a faster rate the 
gross national product, up 8.9 per cent 
GNP rose by 7.5 per cent. Higher ay 
earnings were responsible for most of t 
crease in labour income. Service-pro¢ 
industries absorbed most of the incre; 
employment which resulted in faster ir 
increases in this sector than in the ¢ 
producing sectors. The slower increas 
the goods-producing industries resulted 
slower growth due to strikes. Thus, - 
in that sector only increased by 5.6 per 
The largest increase occurred in m 
where a 17.5 per cent increase reflecte 
resumption of production following s 
in 1969. 

Preliminary estimates indicate that 
poration profits before taxes declined t 
per cent. Corporation profits for the first 
quarters remained essentially unch 
from the 1969 level. However, the 11. 
cent drop in the strike-affected fourth q 
greatly influenced the year’s perform 
The rise of 9.3 per cent in capital con; 
tion allowances cushioned this somewk 
that gross profits (which include prov 
for depreciation) declined by only 0. 
cent. 


Exports and Imports 

The greatest stimulus for the Cat 
economy in 1970 originated in the f 
sector. These gains were concentrated. 
first quarter, accounting for all of the in 
in total demand. For the remainder 
year exports remained at about the 
level, increasing by 13.5 per cent fi 
year as a whole. Increases were esp 
strong in metals and in cereals. On the: 
the strength was in the raw materials 
Food, feed and beverages increased b) 
per cent, and inedible crude materi 
creased by 24.3 per cent. On the othe 
inedible fabricated materials increat 
only 13.5 per cent and inedible end pi 
by only 4.2 per cent. A notable feature’ 
expansion is the fact that it was direct 
marily at countries other than the | 
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: 1969 

IQ HQ 
es and salaries of, 23 
onal income ze Sea 
Loma disposable 

me 1.8 a0) 
oration profits 3:0 —0.9 


Annual, 1970. 
»s, which increased its imports from 
ada by only 3.5 per cent. Canadian ex- 
s to the European Economic Community 
eased by 40.9 per cent, to the United 
rdom by 34.7 per cent, and to Japan by 
| per cent. 

ecause of the depressed level of eco- 
ic activity in Canada, imports of goods 
iservices virtually halted their rapid rate 
crease of the preceding years. The great- 
lecline was in automobiles and parts, a 
lt of both the auto workers strike and 
t overall sales. 


ductivity Trends 

‘recent statement on preliminary produc- 
y trends for 1970 the Dominion Bureau 
tatistics reports that in the private sector 
ae Canadian economy productivity rose 
.1 per cent. This represents a significant 
rovement over the 2.2 per cent increase 
ng 1969, however it is still below the 
5-1969 average annual increase of 3.5 
cent. 

1 the important manufacturing sector, 
huctivity, defined in terms of output per 
-hour, rose by only 1.3 per cent, the 
lest increase in any year during the past 
ide. In 1969, the increase was 3.6 per 
and during the period 1965-1969, the 
age annual increase was 2.2 per cent. 
‘ices, on the other hand, showed a much 
2t performance, with a 2.5 per cent gain 
year compared with a 0.6 per cent rise in 
. For 1965-1969, the average annual in- 
se was 2.2 per cent. 

BS notes that while there was some over- 
improvement in the private sector the 
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3.1 per cent gain in output per man-hour was 
still below the average annual growth of the 
nineteen sixties. For commercial industries 
as a whole total output rose by 2.4 per cent 
and the number of persons employed by six- 
tenths of one per cent. Man-hours worked 
declined by six-tenths of one per cent. While 
output per man-hour rose 3.1 per cent, out- 
put per person employed rose 1.9 per cent. 

In the manufacturing sector, output de- 
clined in 1970 by seven-tenths of one per 
cent while the number of persons employed 
fell by 1.4 per cent and man-hours worked 
by 2.0 per cent. Output per person employed 
rose eight-tenths of one per cent and output 
per man-hour increased by 1.3 per cent. In 
the services sector, total output for commer- 
cial services-producing industries rose 4.0 
per cent in 1970 while employment increased 
3.0 per cent and man-hours worked by 1.5 
per cent. Output per person employed showed 
a 1.0 per cent increase and output per man- 
hour rose 2.5 per cent. In the agricultural 
sector total output declined by 5.3 per cent, 
the number of persons employed fell by 4.5 
per cent and man-hours worked by 5.5 per 
cent. Output per man-hour in agriculture 
showed a 6.2 per cent gain, compared with 
a gain of 9.3 per cent last year. The five-year 
average annual gain in 1965-1969 was 1.6 
per cent. 

While still leaving room for improvement, 
Canada’s productivity performance last year 
was better than that of the United States. The 
U.S. private sector showed only a 0.9 per 
cent gain in output per man-hour. However, 
Canadian manufacturing fared only slightly 
better than U.S. manufacturing with the U.S. 


sector showing a 1.1 per cent improvement 
compared with the 1.3 per cent productivity 
increase in Canada. 


Income Distributions — 1969 

In a recent statement on preliminary esti- 
mates of income distribution by size in 
Canada, the Dominion Bureau of Statistics 
reports that between 1967 and 1969, the 
average income of families (two or more 
persons living together and related by blood, 
marriage or adoption) increased by approxi- 
mately 17 per cent to $8,876. The average 
income of unattached individuals (persons 
living by themselves or rooming in a house- 
hold with no relationship to other household 
members) increased by about 23 per cent to 
$4,003 during the same period. However, 
these increases were partially absorbed by 
the substantial rise in the consumer price 
index over the two year period. These income 
changes are indicated by preliminary analysis 
of the 1970 survey of consumer finance 
which sampled some 12,000 households 
across Canada. 

Average incomes in Ontario were highest 
while those in the Atlantic provinces were 
lowest in Canada, however average family 
income in these provinces increased at a 
slightly faster rate. Units headed by males 
gained 18 per cent and those headed by 
females, 11 per cent. 

A significant shift in the distribution of 
incomes is also indicated by the fact that the 
number of families receiving less than $5,000 
dropped from 29.7 per cent in 1967 to 24.7 
per cent in 1969 and those receiving $10,000 
or more increased from 22.6 per cent in 
1967 to 33.1 per cent in 1969. A similar 
shift occurred in the incomes of unattached 
individuals. 

The preliminary estimates also include 
some analysis of low income families and 
unattached individuals. Using the low income 
cut-offs adopted by the Economic Council 
of Canada in its Fifth Annual Review, and 
adjusting them for the rise in consumer 
prices, the estimates indicate that the inci- 
dence of low incomes among families drop- 
ped from 18.6 per cent in 1967 to 17.3 per 
cent in 1969 and that of unattached in- 
dividuals from 39.0 per cent to 35.5 per 
cent in the same two years. 


Reflation, Retrenchment and Reform: 
Britains New Fiscal Policies 


R. G. Holloway, Economist 
Department of Treasury and Economics 


The two budgets presented by Britain’s new 
Conservative Chancellor, Mr. Anthony Bar- 
ber, in the past year represent a radical 
reversal of the ousted Labour Government’s 
policies of expanding the public sector while 
restraining the growth of private consump- 
tion, and constitute the beginning of a mas- 
sive exercise in retrenchment and reform. 

Further, while the October budget was 
broadly neutral in its economic impact, the 
March 1971 budget is mildly reflationary, 
particularly when combined with an easing 
of monetary policy. Bank rate was reduced 
from 7 to 6 per cent on April 1 to stem a very 
large (and, for the most part, unwanted) 
inflow of dollars and a new monetary philos- 
ophy is emerging with a shift from the 
existing system of ceilings and guidelines for 
bank advances to a broader liquidity ratio 
control. An easing of overseas investment 
restraints has also begun. 


RETRENCHMENT 

A fundamental review of the role of govern- 
ment and of public authorities has been 
launched with the objects of concentrating 
and reducing their activities, revising ar- 
rangements which have been overtaken by 
social and economic progress, and releasing 
manpower for more productive work in the 
private sector. This means not only less in- 
tervention in and less financial assistance to 
agriculture and industry but also a consider- 
ably more selective approach in the provision 
of social services. It also means hiving off 
certain activities from government to private 
enterprise. 

Possibly more important, however, is the 
package of immediate and prospective tax 
reform which is intended to both reduce and 
simplify taxation. The Chancellor’s recent 
statements have the great merit of disclosing 
fiscal plans for several years ahead. This 
gives business the opportunity to plan ahead 
and create much-needed confidence. 


REFORM AIMS 
The Chancellor’s reform aims are: 


First, to reduce the excessive burden of 
taxation. 


Second, to simplify the system, to reduce the 
number of taxes and to make them more in- 
telligible and easier to work. 


Third, to encourage initiative, enterprise and 
effort. 


Fourth, to encourage people to save more by 
reducing fiscal penalties on savings. 


Tax reductions 

Taking both the October and March budgets 
together, the tax reductions enacted and pro- 
posed comprise: 


(a) Business taxes 

e selective employment tax (a tax on 
the use of labour in service indus- 
tries) halved; 

e corporation tax cut from 45 per cent 
to 40; 

e new system of depreciation allow- 
ances replacing investment grants, 
enabling 60 per cent of expenditure 
on new or secondhand plant and 
machinery to be written off in the 
year in which the expenditure is 
incurred and 25 per cent of the re- 
ducing balance to be written off 
successively in later years; 

e free depreciation for ships and for 
capital expenditure on new machin- 
ery and plant (other than mobile 
equipment) for use for industrial 
purposes in development areas; 


(b) Taxes on personal income 

e income tax on earned income (wages, 
salaries, profits, etc.) reduced from 
32.5 per cent to 30; 

e top rate of combined income tax and 
surtax (a graduated tax on high 
incomes) reduced from 91.25 per 
cent to 75.4 on earned income; 

e substantial cuts for parents (who also 
get higher family allowances) ; 

e higher pension contribution limits for 
those not in pensionable employment; 

e higher income limits for dependent 
relative deductions; 

e higher exemptions for old people 
(who will also get higher pensions) ; 

e option for working wives to have 
their earnings taxed as if they were 
single instead of having these earn- 
ings treated as the husband’s income 
for surtax purposes; 

e higher limits for certain forms of 
saving exempt from income tax; 

e the higher rate of tax on investment 
income to be abolished where the 
amount is small; 


investment income of young children 
generally no longer to be taxed as 
income of parent; 


e child’s investment income de 
from parent no longer to be tr 
as parents’ income if child ove 


(c) Taxes on capital 


e exemption limit for capital gain 
raised, eliminating liability f 
quarter of those previously taxat 

e deemed realization of capital 
(on death or in hands of dj 
tionary trust) abolished; 

e estate duty exemption raised, r 
ing the number of dutiable estat 
nearly a quarter; 

e payment of death duties on : 
corporated businesses and ce 
unquoted shares to be spread 
eight years; 


(d) Other taxes 


e stamp duty on mortgages abolish 


Tax simplification 

The measures to simplify the tax syste 
reduce the number of taxes and to 1 
them more intelligible and easier to 
comprise: 


replacement of purchase tax and sele 
employment tax by a value-added t 
LOS: 


e merger of income tax and surtax in 1 
e conversion of income tax deductions 


wages and salaries from cumulatiy 
non-cumulative basis (under study); 
statement of basic tax as tax on & 
income with surcharge on investmer 
come, instead of taxing investment in 
at the “standard rate” and app 
“earned income relief” to 95 per ¢ 
incomes; 

restriction of attribution of incom 
head of family where income actual 
ceived by wife or child; 

distinction between short-term and 
term capital gains abolished; 

deemed realization of capital gains” 
ished; 
higher retentions of “close” (closely- 
company profits permitted before in 
tion of personal tax on deemed dis 
tions. 


Work incentives 
The measures to encourage initiative, 
prise and effort comprise: 


e lower rate of corporation tax; 
e lower rate of income tax; 
e drastic cut in surtax on earned incom) 


ee 


gs incentives 

measures to encourage people to save 
» by reducing the fiscal penalties on 
igs comprise: 
wer rate on short-term capital gains; 
duced taxation of capital at death; 
ther limits on tax-free forms of saving; 
on of stamp duty on mortgages; 

orm of corporation tax to increase 
er-tax shareholder income. 


‘PORATION TAX REFORM 

Government intends to reform the struc- 
of corporation tax so as to remove the 
imination against distributed profits 
P exists under the present “classic” sys- 
'of completely separating corporation 
shareholder taxation. This discrimina- 
is said to distort the working of market 
‘s and so tend toward the misallocation 


arce investment resources. 


Of the various possible systems of com- 
pany tax which would achieve this end, the 
Government considers that the one which 
would be most appropriate on domestic 
grounds would be the system adopted by 
Germany and usually referred to as the two- 
rate system. 

Under a two-rate system, distributed pro- 
fits would be liable to corporation tax at a 
lower rate than undistributed profits. In 
addition, distributed profits would be paid 
under deduction of income tax and this tax 
would, as at present, be paid over to the 
Revenue and would be an advance payment 
of the shareholder’s own eventual tax lia- 
bility. 

The two-rate system maintains a firm line 
of demarcation between the corporation tax 
liability of the company and the income tax 
liability of the shareholder. The Government 
regards this demarcation as an advantage and 


as likely to lead to greater simplicity in the 
administration of the tax. At the same time, 
it substantially avoids the double taxation of 
distributed profits — the feature of the exist- 
ing system which has tended to divorce the 
interests of the company and the shareholder. 

The Government will also consider a 
change to an “imputation” (tax credit) sys- 
tem under which all corporate profits bear 
the same rate of tax but part of this tax can 
be set against the shareholder’s tax liability 
if the profits are distributed. This is the 
French system. 

Either of these methods should facilitate 
the flow of funds to those sectors which can 
use them most profitably. 

Britain will not revert to the pre-1965 
type of integration which would discriminate 
against British-based international com- 
panies by not permitting repayment of 
foreign tax to U.K. shareholders. 


Price Changes 1961-1970: An Economic Analysis 


John Burkus, Director, Corporate Planning and Research 


Ontario Housing Corporation 


SUMMARY 

Marked upward movements in prices began 
in 1966 and have generally accelerated since 
that time. During 1969 the Canadian Con- 
sumer Price Index increased by 4.5 per cent; 
the Wholesale Price Index by 4.6 per cent 
and the National Accounts Implicit Price 
Index by 4.7 per cent. Over the course of 
1970 price rises have moderated as com- 
pared with 1969. 

Price increases since 1964 have been 
significantly higher than 2.0 per cent per 
annum — a goal suggested by the Economic 
Council of Canada. 

A significant proportion of the rise in 
prices since 1961 as measured by the Implicit 
Price Index is attributable to increases in the 
residential construction and government 
expenditure sections. Personal expenditure, 
machinery and equipment, as well as prices 
of exports and imports all increased at a rate 
less than that for the Implicit Price Index as 
a whole during the period 1961 to 1970. 

Price performance in Canada compares 
favourably with that of most of our major 
trading partners. Although Canadian prices 
over the period 1961-1970 rose by more 
than prices in the United States, during the 
past two years the American Consumer Price 
Index rose more rapidly than that in Canada. 
For the first nine months of 1970, U.S. 
consumer prices increased by 6.0 per cent 
while Canadian prices rose by 3.8 per cent as 
compared with the same period in 1969. 

Price increases have not been uniform 
across Canada. Slow growth areas, in spite 
of high unemployment levels, experienced 
higher price increases than in Ontario. 

The traditional concept that higher levels 
of unemployment will lead to greater price 
stability may prove ta be socially unaccept- 
able. Results of this study suggest that during 
the course of the past few years, significantly 
higher rates of unemployment have occurred 
before reasonable price stability was attained. 
In the current economic environment, the ex- 
tent of regional unemployment which would 
result from stern anti-inflationary measures 
could be in the order of 10 per cent. 

The rapid rise in U.S. prices and a parallel 
but generally greater price increase in Canada 
during the period 1961-1970 suggest that 
Canadian price increases are linked to 
changes in American price levels. 

Although selective tax and other policies 
to curtail price increases have been advo- 
cated by the federal government, recognition 
should be given to the fact that: 


a) price increases in Ontario have been 
smaller than in other provinces and re- 
gions of Canada; 


b) prices in the export sector (which is 
important in the Ontario economy) have 
not increased as rapidly as either the 
Consumer Price Index or the Implicit 
Price Index; 


c) investment in production facilities should 
not be discouraged since these lead to 
improved productivity and hence to 
better price performance. 


Prices have an important allocative func- 
tion in our economy in that they signal both 
shortages and surpluses. If artificial restraints 
hinder price and wage changes for other than 
very short periods, serious long-run distor- 
tions may result in the allocation of the 
factors of production. 


INTRODUCTION 

There are in Canada three broad indexes 
which measure price movements. The best 
known and most often used is the Consumer 
Price Index. The two other important in- 
dexes are the Wholesale Price Index and the 
Implicit Price Index. The latter is used in 
national accounts data. While each of these 
indexes is not a fully satisfactory measure of 
price movements, it is generally agreed that 
they do provide a good indication of price 
changes over time. 


Table 1 shows that the Consumer — 
Index for Canada exhibited a sharp up 
movement beginning in about 1966. Pri 
that time the annual percentage chan 
the Consumer Price Index was 2.5 per 
or less. In 1966 prices rose by 3.7 per 
declined slightly in the following year, 
rose again in 1968 by just over 4 per cen 
year. During the course of 1969 the 
continued to exhibit a strong upward m 
ment, and the change over the previous 
was 4.5 per cent. Price increases bega 
moderate in 1970 and the annual ris 
consumer prices declined to 3.3 per ceni 

The table also indicates that over 
period 1961-1970 the Implicit Price ] 
increased by 32.7 per cent as compare 
the Consumer Price Index which ros¢ 
29.7 per cent. Although the Wholesale ] 
Index lagged slightly behind, it incre 
in the same period by 22.8 per cent. 

Much of the recent debate and discus 
relating to price increases and the approp 
policies to alleviate them, has been conce 
with the extent to which Ontario was a 
contributor to upward price movement 
has been suggested that selective pol 
must be adopted to curtail price increasé 
Ontario, while at the same time ensuring) 
slower growing regions in Canada are 
held back. The following sections discuss 
nature and forces underlying the f¢ 
changes which have been referred to, as) 
as examining some of the policy implicat 
for Ontario which stem from these char 


Table 1 — Index of Consumer Prices, Wholesale Prices and Implicit Prices, Canada, 1961-1 


(1961 = 100) 

CPI WPI IPI 

Annual % Annual % Annua 

Index Change Index Change Index Chang 
1961 100.0 — 100.0 ~ 100.0 _ 
1962 101.2 t2 102.9 PMS) 101.4 1.4 
1963 103.0 1.8 104.8 1.8 103.3 1.9 
1964 104.8 7, 105.2 0.4 105.8 2.4 
1965 107.4 aS 107.3 2.0 109.5 33 
1966 111.4 a7] Ui I Bez 3.6 114.5 4.6 
1967 115.4 3k6 Ps 1.8 118.4 3.4 
1968 120.1 4.1 1 i aed Pag: 122.6 3a 
1969 125,5 4.5 121.0 4.6 128.4 4.7 
1970 129.7 3.3: 2278 LS 132.71 38 


First three quarters of 1970. 


Source: DBS, Prices and Price Indexes. 


DBS, National Income and Expenditure Accounts, 1926-1968. 
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finition and Theories of Inflation 
hough there are many definitions of in- 
= one of the most succinct and useful 


me which states that inflation occurs when 
ney incomes outstrip the sustainable rate 
growth. Perhaps a more encompassing 
inition is one which suggests that inflation 
4a process resulting from competition in 
mpting to maintain total real income, 
real expenditure, and/or total output 
4 level which has become physically im- 
sible. 
\ review of the recent literature which 
yzes various theories of inflation suggests 
t the traditional approach of labelling in- 
ion as either demand-pull or cost-push is 
leading. Much of the current theoretical 
estigation into the nature and causes of 
ation suggests that earlier approaches 
‘e simplistic. Indeed, depending on the 
e period selected, almost any theory of 
ation can be propounded. Unfortunately, 
the policymaker, it is essential to grasp 
nature and significance of each particular 
2 if policy prescriptions are not to be for 
wrong disease. 
‘or the purposes of clarity, brief descrip- 
is of various types of inflations are given: 
mand-pull theory — assumes prices rise in 
yonse to an increase in aggregate demand. 
‘t-push theory — assumes that inflation is 
sed by various factors of production try- 
to increase their relative share of total 
duct by raising prices. 
nand shift or structural theory — assumes 
, structural or institutional rigidities pre- 


vent a quick response to changes in demand. 
That is, labour or capital immobility prevents 
the smooth reallocation of resources to meet 
changing demand needs. 

Some economists have suggested that an 
indication of the type of inflation prevalent 
at any given time can be determined from 
examining the changing distribution of na- 
tional income to various groups in society. 

Table 2 shows the distribution of net 
national income at factor cost. The average 
proportion of net national income at factor 
cost during the period 1961 to 1969 for each 
of the various groups is as follows: wages, 
salaries and supplementary income 69.6 per 
cent; corporation profits before taxes (less 
dividends paid to non-residents) 12.8 per 
cent; net income of non-farm unincorporated 
business including rents 8.4 per cent; and 
other 9.2 per cent. 

On the basis of these averages, it is seen 
that prior to 1967 wages, salaries and supple- 
mentary labour income as a percentage of 
national income were lower as a proportion 
of the total than the nine-year average. Since 
1967 there has been an upward movement 
in this proportion, and for the most recent 
full year period in which data is available, 
this component accounted for 72.2 per cent 
of the total net national income. Profits, as a 
proportion of net national income at factor 
cost, during these last three years have been 
lower than their nine-year average. The same 
has been true for the proportion of net 
national income at factor cost going to non- 
farm unincorporated business. 


The evidence in Table 2, while not con- 
clusive, tends to suggest that in the aggregate 
those receiving wages, salaries and supple- 
mentary labour income have improved their 
share of net national income and that this has 
been at the “expense” of all other incomes. 


Sectoral Analysis 

The Implicit Price Index provides one of the 
best indicators of price movements by sector. 
Unfortunately, this series is available only on 
a national basis. In Table 3 it can be seen 
that during 1969 and 1970 government ex- 
penditures, non-residential construction and 
residential construction contributed to up- 
ward price movements. In each of the full 
years shown in the table, except 1968, prices 
in the residential construction sector moved 
upward at substantially higher rates than did 
the index as a whole. The same is true with- 
out exception for government expenditure. 

The most moderate price behaviour in 
recent years has taken place in the machinery 
and equipment sector. Exports have also 
tended toward moderate upward price move- 
ments. Both of these sections are important 
in the Ontario economy and their past price 
performance should be taken into account in 
arriving at appropriate long-run, anti-infla- 
tionary policies. 

Table 4 shows that prices of domestic 
exports have not increased as rapidly as 
either the Consumer Price Index or the 
Implicit Price Index. Import prices have 
increased at somewhat slower rates relative 
to exports. Moreover, import prices have 


re a ee ee ee eee 
ile 2 — Percentage Distribution of Net National Income at Factor Cost, Canada, 1961-19701 


1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 
2es, salaries and 
upplementary labour income 69.3 68.2 67.6 67.8 68.8 69.3 71.6 Lie T22 G35 
p. profits before taxes — 
*ss dividends paid to 
on-residents LTD 12.6 13.0 14.1 14.1 1372 12.0 122 1h leg 10.5 
income of non-farm 
nincorporated business 
icluding rents 9.6 8.8 9.0 8.6 8.4 TS 8.0 7.8 7.4 7.1 
er 9.2 10.3 10.4 9.4 8.8 9.6 8.4 8.5 8.8 8.9 
al 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 


st three quarters of 1970. 


e: Data may not add to 100 because of rounding. 
rce: DBS, National Income and Expenditure Accounts, 1926-1968. 
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DBS, National Income and Expenditure Accounts. 


14 different view is expressed in an Organisation 
for Economic Co-operation and Development 
report (Economic Outlook, Dec. 1970) which 
suggests that wage rates have lagged behind 
increases in production and profits by some 


three years and that the recent acceleration in 
pay rates constitutes “catching up’. Table 2 
which examines changes in the distribution 
of net national income at factor cost, does 
not support such a conclusion. 


Price Changes 1961-1970: An Economic Analysis 


Table 3 — Implicit Price Indexes, Canada, 1961-1970 (1961 = 100) 


1961 1962 1963 1964 1965 1966 1967 1968 1969 1 
Personal expenditure 100.0 101.4 103.0 104.3 106.5 110.0 137 UTSet 122.9 if 
Government expenditure 100.0 102.6 106.3 110.1 116.6 124.3 1329 142.4 154.9 1 
Business gross fixed capital 
formation 100.0 101.4 103.7 106.7 111.5 116.8 118.2 1195 1252 1 
Residential construction 100.0 100.0 10222 106.9 1123 119.2 126.6 1292 136.0 1 
Non-residential construction 100.0 100.9 103.1 104.3 110.4 117.6 118.2 12021 127 it 
Machinery and equipment 100.0 103.0 10533 108.9 Pit 114.9 114.2 1136 116.5 1 
Exports 100.0 1032 104.5 106.9 108.5 Die? WEE) Liss 118.0 1 
Imports 100.0 104.4 106.2 107.4 107.6 109.4 TILG Lia6 116.8 1 
G.N.E. 100.0 101.4 L033 105.8 109.5 114.5 118.4 122.6 128.4 4 


Implicit Price Indexes, Annual Percentage Change 


1962/61 1963/62 1964/63 1965/64 1966/65 1967/66 1968/67 1969/68 1970/ 


Personal expenditure 1.4 1.6 i3 ash 33 3.4 eo) 4.1 3.5 
Government expenditure 20 3.6 3.6 39 6.6 6.9 dol 8.8 Jen 
Business gross fixed capital 
formation 1.4 23 22 4.5 4.8 iy iat 4.7 3.0 
Residential construction = 259) 4.6 al | 6.1 6.2 Zak ayes! 2.4 
Non-residential construction 0.9 2D i 5.8 6.5 0.5 1.6 6.3 4.4 
Machinery and equipment 3.0 Ze 3.4 Dae) ogo D —0.6 —0.5 2.6 20 
Exports oeo 13 223 eo) 29 1.8 1.4 2 1.0 
Imports 4.4 ia ifs 0.2 ibe) 2.0 1.8 2.8 2a 
G.N.E. 1.4 Lo 2.4 330 4.6 3.4 oi) 4.7 3.8 


First three quarters of 1970. 
*First three quarters of 1970 over first three quarters of 1969. 


Source: DBS, National Income and Expenditure Accounts, 1926-1968. 


Table 4 — Price Index Numbers of Domestic Exports and Imports, Canada, 1961-1970 (1961 = 100) 


1961 1962 1963 1964 1965 1966 1967 1968 1969 i] 


Domestic exports 


Live animals 100.0 109.9 LOT, 107.8 97.2 110.6 124.0 13333 5220 g 
Food, feed, beverages and tobacco 100.0 105.4 105.1 106.0 107.8 £13;8 114.9 114.1 116.4 1) 
Crude materials, inedible 100.0 104.7 106.4 LOD AU ba bes 116.3 118.0 122.8 128.4 1é 
Fabricated materials, inedible 100.0 101.2 102.0 103.8 105.2 108.6 110.6 116.5 12355 y 
End products, inedible 100.0 LLOQ, 103.8 105.6 107.3 110.0 112.9 117-0 120.2 ‘ 
Total 100.0 103.3 104.0 105.4 106.8 ye 113.4 I Bf 1226 i 
Imports 
Live animals 100.0 yy, ana le bes 101.0 107.7 1W5| oe) PALES) 128.4 1372 I 
Food, feed, beverages and tobacco 100.0 103.6 130.3 128.9 107.9 OS. 102.7 106.3 109.4 i 
Crude materials, inedible 100.0 104.3 106.5 107.7 110.9 BISss List 114.9 119.5 1) 
Fabricated materials, inedible 100.0 103.7 105.9 107.8 110.1 110.4 Lit iy 116.9 Li 
End products, inedible 100.0 LOSe7 106.7 108.0 109.3 Ui 114.5 LEO 120.1 l’ 
Total 100.0 104.5 108.6 109.8 109.8 ca hess 1121 113.9 118.1 1] 


1First 9 months of 1970. Al 
Note: Index converted from 1948 = 100 base. 


Source: DBS, Trade of Canada — Vol. I, Summary and Analytical Tables. 
DBS, Summaries of Foreign Trade, Exports and Imports. 
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SH 
sreased by less than the Consumer Price 
jex. This relationship suggests that im- 
rts have tended to restrain domestic price 
lation. Thus, tariff changes or the prospect 
tariff changes may be an important policy 
| in moderating Canadian price levels. 


gional Price Movements 

ough regional data similar to that shown 

Fe 3 is not available, some indication 
rice movements across Canada may be 

erved in Table 5. Unfortunately, direct 

x-city comparisons cannot be made be- 

se the weighting system for each city is 

resentative of consumption patterns of 

iilies in that area alone. 

3iven this limitation, the annual percent- 

, changes in prices shown in Table 5 do 

gest that sharp price increases during the 

t four years have not been limited to large 

2s alone nor confined to particular prov- 

bs. 

iadian Price Movements in the 

:rnational Context 

, extent to which Canada is an “open 

nomy” as compared with, say, the United 

es, is well known. For example, the im- 


portance of exports in the total Canadian 
economy is markedly greater than in a num- 
ber of other countries. This suggests that 
policy makers in Canada should give cog- 
nizance to external price movements and 
Canada’s price performance relative to them. 
In view of the long-term secular growth of 
prices, not only in Canada but in all indus- 
trialized countries, marked deviations in price 
performance from those prevailing in coun- 
tries with whom we trade may be both 
unnecessary and undesirable given the social 
cost which may be incurred. 

Data published by the Organisation for 
Economic Co-Operation and Development in 
Table 6 shows that from the period beginning 
in 1961 to the end of the second quarter of 
1970, Canadian price performance was bet- 
ter than that of most OECD countries. Only 
the United States and Germany had a lower 
rate of price change. 

Table 7 compares price movements be- 
tween Canada and the United States over the 
period 1961 to 1970. For each of the three 
price series over the full period 1961-1969, 
Canadian price performance has been poorer 
than in the United States. 

While the total change in the Consumer 


Mle S — Consumer Price Index, Canada and Regional Cities, 1961-1970 (1961 — 100) 


Price Index between 1961 and 1969 was not 
much greater in Canada —an increase of 
25.5 per cent as compared to an increase of 
22.6 per cent in the U.S., the Implicit Price 
Index and the Wholesale Price Index series 
showed marked variation between the two 
countries. The U.S. Wholesale Price Index 
increased by 12.7 per cent between 1961 and 
1969 — almost one-half the Canadian in- 
crease of 21.0 per cent. Although the Canada- 
U.S. difference for the Implicit Price Index 
was not as great, the Canadian index was 
some six percentage points higher over the 
reference period. 

During the last two years changes in 
Canadian price levels compare much more 
favourably with changes in the U.S. Table 7 
shows that in 1968 all price indexes in 
Canada increased by less than the same 
series in the United States. The data also 
shows that during 1969 and 1970 prices in 
the United States moved upward faster than 
in Canada. The U.S. Consumer Price Index 
for the first nine months of 1970 rose by 
6.0 per cent as compared with 3.8 per cent 
in Canada. The rate of increase in the Cana- 
dian Wholesale Price Index was about one- 
half that in the U.S. during the first nine 
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Saskatoon Edmonton 


Winnipeg Regina Calgary Vancouver 
100.0 100.0 100.0 100.0 
101.3 £017 101.0 100.3 
102.2 £025 102.1 101.9 
103.8 £0335 102.6 102.6 
106.1 105.2 104.1 104.5 
10933 108.3 107.5 107.0 
1 ie ees Pi 3 111.8 111.0 
118.2 115.8 L167 1 bay 
123.1 DO, 1215 119.0 
127.0 12222 12541 123.0 
i Le 1.0 0.3 
0.9 0.8 11 1.6 
1.6 1.0 0.5 0.7 
Dias 1.6 Wes 1.9 
3.0 Ps) 3:3 2.4 
S31 2.8 4.0 367 
4.3 4.0 4.4 SRA 
4.1 3.4 4.1 3.4 
SI Pasi 3.0 3.4 


ALL ITEMS 
res a ee i ee Se ee ee OR eee 
| St. John’s Saint 
Canada Nfld. Halifax John Montreal Ottawa Toronto 
1 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
2 101.2 100.8 101.3 100.9 101.2 101:2 100.9 
3 103.0 102.8 102.3 102.5 102.9 102.9 102.6 
4 104.8 103.9 102.7 103.5 104.5 104.5 104.3 
5 107.4 105.5 104.6 105.4 106.7 106.3 106.9 
'6 111.4 108.0 107.4 107.8 109.9 110.4 LVL6 
7 115.4 110.9 109.9 i ip BA 114.2 A351 114.9 
8 120.1 115.9 114.2 iI Use| 118.1 118.4 119.3 
J 125.5 119.3 119.5 119.8 121.8 PS 124.1 
i) 129.7 121-6 124.4 123:5 124.3 127.4 127.3 
‘ual Percentage Change 

/61 12 0.8 1.3 0.9 2 132 0.9 
3/62 1.8 2.0 1.0 1.6 U7. 17 ee 
4/63 Lay 15 0.4 1.0 1.6 1.6 baie 
5/64 2,5 5 1.9 1.5 Dak 7 25 
5/65 3.7 2.4 P| 2.6 3.0 3.9 4.4 
7/66 3.6 2g 2.3 ai 3.9 2.4 3.0 
8/67 4.1 4.5 3.9 3.6 3.4 4.7 3.8 
1/68 4.5 29 4.6 4.1 Sie 4.0 4.0 
)/69 3.3 1.9 4.1 Sal ay 35 2.6 
I ee ee A ee le 
ce: DBS, Prices and Prices Indexes. 
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Table 6 — Consumer Price Index, Selected OECD Countries, 1969 and 1970 (1961 = 100) 


Percentage Change 


1969 1970 
1969 19701 20/10 30/20 340730 4520710 

United States 122.4 128.6 1.8 1.4 1.4 1.6 
Germany 123.4 WATT 0.4 0.1 0.9 0.8 
Canada 125.8 129.9 1.8 hp 0.7 0.8 
Belgium 127.8 132.0 0.8 0.8 1.6 0.8 
Switzerland 131.2 134.4 0.8 — 0.8 0.8 
Austria 13255 136.6 0.8 0.8 0.8 0.8 
United Kingdom $35z1 143.6 1.6 0.2 NE) 29 
Sweden BSS 144.1 0.8 0.8 0.8 eS 
France 136.3 142.9 13 Ve 15 0.8 
Italy 137.1 142.7 1.0 1:2 1.0 1.6 
Netherlands 142.1 147.4 1.6 —0.3 0.9 1.4 
Japan 154.0 164.4 1.8 eS iL .3' 1.4 
1Second quarter of 1970. 
Source: OECD Main Economic Indicators. 
Table 7 — Consumer, Wholesale and Implicit Price Indexes 
Canada and United States, Annual Percentage Changes, 1961-1970 

CPI WPI IPI 

Canada USS. Canada US. Canada US: 
1962/61 2. es 2.9 0.3 1.4 ish 
1963/62 1.8 12 1.8 —0.3 1.9 1.4 
1964/63 1.7 es 0.4 0.2 2.4 LS 
1965/64 25 lea) 2.0 WAY 355 1.9 
1966/65 3e7 2.8 3.6 3.8 4.6 Dei: 
1967/66 3.6 2.9 1.8 O02 3.4 32 
1968/67 4.1 4.2 Dey 2.6 3:5 4.0 
1969/68 4.5 5.4 4.6 3.9 4.7 4.8 
1970/69 3.81 6.01 2.01 4.01 3.82 5.32 
1969/61 25.3 2226 21.0 PAG 28.4 Zoe 


1First nine months of 1970 over first nine months of 1969. 
2First three quarters of 1970 over first three quarters of 1969. 


Source: DBS, Prices and Price Indexes. 


DBS, National Income and Expenditure Accounts, 1926-1968. 
U.S. Economic Indicators and Department of Commerce Survey of Current Business. 


months of 1970, while the U.S. increase in 
the Implicit Price Index for the first three- 
quarters of 1970 was 1.5 percentage points 
higher than in Canada. 


Price Changes, Interest Rates, and the 
Money Supply 

During the course of the past year, attention 
was focused on the movement of interest 
rates and their relationship to price changes. 


Table 8 shows the relationship between the 
Consumer Price Index, the yield on federal 
government bonds and interest on conven- 
tional mortgages. 

The table shows that between 1961 and 
1965 the Consumer Price Index increased 
more rapidly than did yields on federal gov- 
ernment bonds or interest rates for conven- 
tional mortgages. After 1965 both the yield 
on federal government bonds and the rate of 


interest for conventional mortgages began 
move sharply upward. By the following ye 
the yield index of federal government bon 
was higher than the Consumer Price Inde 
After 1967 both the yield on federal gover 
ment bonds and interest on convention 
mortgages moved upward at accelerati 
rates, so that the Consumer Price Index w 
outpaced in 1968, 1969, as well as durij 
L970: 


Table 8 — Consumer Price Index, 
Bond Yields and Mortgage Interest Rates, 
Canada, 1961-1970 (1961 = 100) 


Federal 

Consumer Govern- Conven- 

Price ment tional 

Index Bonds Mortgagi 
1961 100.0 100.0 100.0 
1962 101.2 101.2 99.6 
1963 103.0 100.8 99.6 
1964 104.8 102.6 99.6 
1965 107.4 103.2 100.3 
1966 111.4 WT 109.4 
1967 115.4 TVG Liss 
1968 120.1 13da% 129.6 
1969 1235 150.1 140.6 
1970 Poo 156.6 149.3 


Source: DBS, Prices and Price Indexes. 
Canadian Housing Statistics. 
Bank of Canada Statistical Summary, 


It should be emphasized that while rece 
annual rates of change for federal gover 
ment bond yields and interest on conventior 
mortgages have been substantially great 
than for the Consumer Price Index, the a 
solute differences between bond yields, i 
terest rates and annual changes in the C 
have been narrowing. In 1961 the yield: 
long-term federal government bonds W 
5.05 per cent. If the rate of change in 19 
of the Consumer Price Index is subtract 
from the yield on federal government bom 
then the “net” yield was 4.15 per cent. 
spite of rising yields on federal governme 
bonds, the net yield after subtracting chang 
in the Consumer Price Index has, until ve 
recently, declined. For example, even thou 
the yield on federal government bonds 
1969 was 7.58 per cent, the net yield aff 
subtracting price changes in that year ¥ 
3.08 per cent. In 1970 the net yield” 
federal government bonds rose to 4.61 } 
cent. | 
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Much the same pattern is evident with 
sect to conventional mortgages until very 
ently when “net” yields increased. In 
)1 the conventional mortgage rate was 7 
cent. After subtracting changes in the 
asumer Price Index for that year, the 
t” yield was 6.0 per cent. Conventional 
‘tgage rates for 1970 averaged 10.45 per 
ts the net yield, calculated in the way 
sribed above, was 7.15 per cent. 

nvestor recognition of these past trends 
done much to dampen the flow of funds 
long-term bonds and mortgages. In re- 
t months, however, the relationship be- 
on some interest rates and rates of change 
‘tices has become more favourable. 


es, Productivity, and Labour Income 
xamining the nature of recent price move- 
‘ts, it should be remembered that prices 
ur economic system are signals. It is to 
expected that where genuine shortages 
‘bottlenecks occur, prices will ration the 
cation of resources. Unfortunately, the 
city aspect as measured by price in- 
ses cannot be directly derived from 
pus price indexes. Given this phenom- 
a, care must be taken to ensure that 
pS, wages and other incomes continue to 
ct real demand situations. For example, 
tices and wages are slow to respond to 
‘$s capacity and unemployment, then 
aining demand will not halt inflation. 
ill only lead to greater unemployment. 
in our present North American economic 
ronment, prices and wages may still rise 
some months as a result of past growth 
2 unemployment and excess capacity in- 
se. 

‘ice and wage indexes indicate a general 
pen inflexibility. This suggests that 
if demands in the aggregate are not ex- 
ve, increases in price levels will still 
r thereby creating a situation wherein 
live prices do in fact indicate shortages. 
| recent months attention has been 
ed on the relationship between output 
erson employed and labour income per 
loyee. It has been suggested that one of 
‘auses of our current inflationary experi- 
has been the fact that labour income per 
oyee has outpaced output per person 
‘oyed. 

able 9 below shows that in both Canada 
the United States output per person em- 
2d, using 1961 = 100 as a base, has 
faster than labour income per employee 
the period 1961 to the third quarter of 


1970. The trend in Canada suggests that the 
earlier gap between the two indexes has nar- 
rowed considerably. The same comparison 
for the United States indicates that the rate 
of increase in labour income per employee 
has not been as great as output per person 
employed. 


Table 9 — Index of Output per Person 
Employed and Labour Income per 
Employee, Canada and United States, 
1961-1970 (1961 = 100) 


Output per 

Person Labour Income 

Employed per Employee 

Canada USS. Canada USS. 
1961 100.0 100.0 100.0 100.0 
1962 105.4 106.2 103.1 104.0 
1963 ANO)-S) 110.2 106.8 107.6 
1964 116.7 i i5).8 isles 
1965 12 ORI 1e8 118.0 116.0 
1966 38a 130.0 126.8 1DARG 
1967 138.0 134.9 135.8 126.6 
1968 146.8 144.0 1446 135.0 
1969 156.4 Slit 154.2 143.3 
19701 164.0 156.2 162.5 150.8 


First three quarters of 1970. 

Source: DBS, National Income and Expenditure 
Accounts, 1926-1968. 
DBS, Labour Force Survey. 
DBS, Estimates of Employees by 
Province and Industry. 
U.S. Department of Labour, Handbook 
of Labour Statistics, 1969. 
U.S. Department of Labour, Monthly 
Labour Review. 
U.S. Department of Commerce, 
Survey of Current Business. 


Inflation and Unemployment 

The relationship between unemployment and 
inflation is of prime importance. Much of the 
discussion regarding policy alternatives and 
trade-offs has centered around the Phillips 
curve? which purports to show the relation- 
ship between hourly earnings, average price 
rises (or some similar indicator) and un- 
employment. 

Figure | on page 10 plots annual implicit 
price changes on the vertical axis against 
annual average unemployment rates shown 
on the horizontal axis for both Ontario and 
Canada on an annual basis from 1961 to the 
third quarter of 1970. Two sets of curves for 
Ontario and Canada have been plotted. The 
first relates to the period 1961-67, while the 


second set, which is above and to the right 
of the first, relates to the period 1968-1970. 

It is significant to note that both sets of 
curves indicate that the trade-off curve for 
Canada is to the right and above the curve 
for Ontario. This suggests that for any given 
level of price change, the cost in terms of 
higher unemployment is significantly greater 
for Canada as a whole than for Ontario. For 
example, in 1963 for a price change of 1.8 
per cent, unemployment was about 3.8 per 
cent in Ontario and about 5.5 per cent in 
Canada. 

It is not novel to point out the fact that 
unemployment rates in Ontario have always 
tended to be markedly lower than those for 
all of Canada. What is interesting, however, 
in the present policy context, is that an 
Ontario Phillips curve shows that much less 
unemployment has occurred at any given 
level of price change. Ideally, the data would 
be more meaningful if some form of implicit 
price change index were also available for 
the Ontario economy. 

The behaviour of the Phillips curves since 
1967 poses some very serious policy prob- 
lems. While both the curves for Ontario and 
Canada tended to follow a smooth trade-off 
relationship between price changes and levels 
of unemployment up to 1967, from that time 
forward their performance can best be de- 
scribed as erratic. It appears that both trade- 
off curves have, in fact, shifted upward and 
to the right. This is shown by the two shorter 
curves in Figure 1. This shift has occurred in 
the region where the implicit price change on 
an annual basis is equal to or greater than 
3.5 per cent. If these relationships persist, the 
social cost of trade-offs will be excessive. 
The traditional view that price rises can be 
tempered by greater unemployment may 
prove to be unacceptable. 

The regional unemployment implications 
of the Phillips curves are indeed profound. 
It would appear that the levels of unem- 
ployment which slower growing regions of 
Canada would have to sustain in order to 
arrive at a moderate increase in the implicit 
price level would be substantial. 

The other policy implication which flows 
from the Phillips curve is that traditional use 
of the “big levers” of monetary and fiscal 
policy may not be appropriate given the be- 
haviour of the Phillips curve during the past 
few years. The chart suggests that there exist 
in Canada significant rigidities which impede 
the movement of resources. These rigidities 
may affect either capital or labour or both. 


2Named after A. W. Phillips of the London 
School of Economics who examined the nature 
of trade-off relationships. 
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Figure 1 — Phillips Curve, Ontario and Canada, 1961-19701 
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1First three quarters of 1970. 
Source: DBS, National Income and Expenditure Accounts, 1926-1968. 
DBS, Seasonally Adjusted Labour Force Statistics, 1953-1969. 
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Table 10 — Unemployment Rates and Annual Changes in the Consumer Price Index, Canada and Regions, 1961-1970 
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Canada Atlantic Quebec Ontario Prairies British Colw) 

Unem- Unem- Unem- Unem- Unem- Unem- 

ployment C.P.I. ployment C.P.I. ployment C.P.I. ployment C.P.I. ployment C.P.I. ployment C 
1961 ek = 102 — 9.2 - 3.) —- 4.6 — 8.5 
1962 5.9 hee, 10.7 L3 die 12 4.3 0.9 3.9 1.0 6.6 0 
1963 me) 1.8 9.5 1.0 Ths) 17 3.8 ied End | 6.4 1 
1964 4.7 7 7.8 0.4 6.4 1.6 a2 1 | ore 0.5 By) 0 
1965 3.9 Ze 7.4 1.9 5.4 Za 2.5 Ze 2 i 4.2 1 
1966 3.6 S27 6.4 Pee | 4.7 3.0 2 4.4 21 33 4.5 2 
1967 4.1 3.6 6.6 Pag 5:3 3.9 3.1 3.0 Pxg 4.0 mel) 3 
1968 4.8 4.1 13 3.9 6.5 3.4 35 3.8 3.0 4.4 519 | 
1969 4.7 4.5 10 4.6 6.9 cya oak 4.0 29 4.1 5.0 3 
1970 5.9 ao 7.4 4.1 79 Zen 4.3 2.6 4.3 3.0 Tab 3 


Betis 9) Ses ne tS ea a a 
Note: Price index for region is based on largest city within the region for which data is published. 


Source: DBS, Seasonally Adjusted Labour Force Statistics, 1953-1969. 
DBS, Prices and Price Indexes. 
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either event, special policies beyond the 
iditional monetary and fiscal ones will be 
quired if a better price-unemployment per- 
rmance is to be achieved. 

The average annual rates of regional un- 
ployment and annual changes in the Con- 
mer Price Index for the period 1961 to 
170 are presented in Table 10. 

The table documents that the trade-off 
tween reasonable price stability and un- 
iployment has been achieved at a high 
gional social cost. For example, between 
61 and 1964 when annual increases in the 
msumer Price Index were less than 2 per 
nt, annual unemployment rates in the 
lantic region were 7.8 per cent or higher. 
ring 1961 and 1962 in the Atlantic region 
> unemployment rates were 11.2 and 10.7 
r cent respectively. In Quebec consumer 
ices were stable from 1961 to 1964 but un- 
iployment rates were significantly higher 
in Canadian averages. In both the Prairies 
d British Columbia prices were reasonably 
ble until 1966. In British Columbia 
rliods of relative price stability were ac- 
mpanied by high rates of unemployment. 
Table 10 illustrates that during 1970 
ther unemployment in all regions was 
companied by declines in the rate of 
rease in the Consumer Price Index. 


ctors Affecting Future Price Movements 
view of the rapidly changing economic 
vironment, the probable course of price 
vements is very difficult to predict. A 
nber of forces are at work both to restrain 
ure price movements and to accelerate 


them. As a result, the outlook for net price 
movements is somewhat uncertain. 

It has been suggested that price movements 
in the United States tend to be reflected in 
Canada. This being the case, the success or 
failure to stem rapidly rising prices in the 
United States will have a profound influence 
in Canada. The timing of policies for restraint 
will be important. Considerable lags are 
likely to occur before Canadian prices begin 
to reflect the actions of United States fiscal 
and monetary authorities. 

The rate of price increases in recent 
months has tended to slow down. Neverthe- 
less, it is still too soon to tell whether the 
calls for restraint combined with other policy 
initiatives will bring about reasonable price 
stability. 

Recognition must also be given to two 
other important domestic factors. Firstly, 
contract settlements during the past year 
have been substantial as compared with 
earlier years. Since many agreements call for 
wage and other benefit increases in stages 
over the life of the contract, these cost in- 
creases will be reflected for some time to 
come. Another key variable relates to up- 
coming contract negotiations. If these con- 
tracts should follow the pattern of settlements 
made during 1969 and 1970 and if, in a 
number of them, parity with U.S. wage and 
benefit scales occurs, it is difficult to see how 
significant price increases can be curtailed 
during the coming year. 

Over the long run, some recognition must 
also be given to the impact on prices of 
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pent-up pressures which may be generated by 
the Prices and Incomes Commission itself. 
Voluntary restraints may simply blunt im- 
mediate price increases while leading to 
larger increases in the future. 

An important factor tempering price 
growth would be an improvement in pro- 
ductivity. This suggests that policies which 
discriminate against investments which will 
add to total output and improve productivity 
may not be among the best anti-inflationary 
tools. 

Monetary and fiscal policies may not be 
overly effective in those areas or parts of the 
country which in fact have exhibited the 
slowest economic growth and which continue 
to experience high rates of unemployment. 
To some extent there exists a policy paradox. 
If growth and output are effectively restrained 
in Ontario, total national output will fall and 
fewer resources will be available for transfer 
payments and assistance to areas of slower 
growth. 

While there is a lack of consensus as to 
the type of inflation Canada is currently 
experiencing, economists agree that whether 
it is demand-pull or cost-push or some 
variant of the two, neither type could have 
been sustained without large and continuing 
increases in government expenditures com- 
bined with large increases in the money 
supply. Even without undue increases in the 
money supply the velocity of money circu- 
lation is flexible enough to permit price rises. 
If such is the case, then pure monetary 
restraint may not be sufficient to arrest the 
upward movement of prices. 
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Selected Economic Indicators 


Leading Indicators 


Average Weekly Hours Worked in Manufacturing, Ontario (Seasonally Adjusted) 


New Orders in Manufacturing Industries, Canada (Seasonally Adjusted) 


we 


Commercial/ Institutional and Industrial Construction Contracts, Ontario (Seasonally Adjusted) 


new series 


Trend Cycle 


___. Seasonally Adjusted 


Housing Starts in Centres of 10,000 Population and over, Ontario (Seasonally Adjusted at Annual Rates) 


—— Monthly 
—_— Quarterly 


L939 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 197t 


ee 


v 
‘ 


IT 21e95 


ot Seasonally Adjusted) 


CT 81898 


series 
constant (196 


VT 9189S 


7 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 


Coincidental and Lagging Indicators 


Average Yield of 3-Month Treasury Bills, Canada (Last Wednesday of the Month, Not Seasonally Adjusted) 


Employment, Ontario (Seasonally Adjusted) 


az 


Unemployment Rate, Ontario (Per Cent of Labour Force, Inverted Scale, Seasonally Adjusted) 


Index of Motor Vehicle Production, Canada (1961 = 100, Seasonally Adjusted) 
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recent years the increasing complexity of 
vanced industrial economies has necessi- 
ed the use of sophisticated analytical tech- 
ues such as econometric models and 
yut-output tables in order to meet the 
»wing need for detailed quantitative analy- 
Although several statistical models are 
w available for the Canadian economy, few 
2mpts have been made at the provincial 
el largely due to lack of adequate statis- 
il information. 
Despite the existing data limitations the 
ynomic Analysis Branch of the Depart- 
nt of Treasury and Economics initiated 
1968, a continuing econometric research 
gram to provide an integrated system of 
ilytical tools for medium and long-term 
2casting and the evaluation of alternative 
nomic policies. Within the context of this 
gram three major projects have been com- 
‘ed during the past two years. The first 
these projects involved the construction 
an input-output table which portrays the 
ictural framework of Ontario’s economy 
erms of interindustry flows of goods and 
fices, while the second concentrated on 
development of a comprehensive set of 
vincial Economic Accounts which provide 
‘necessary data base for the formulation 
‘n econometric model for the Province. 
“he present study describes in detail the 
mtly completed version of the Ontario 
mometric Model. The first part of the 
ort outlines the basic concepts and meth- 
logy of econometric model building. Part 
‘eviews six econometric models designed 
regional economies in the United States 
Canada during the last fifteen years. Part 
deals with the specification of the Ontario 
fel and outlines the methodology adopted 
esigning the model and its major charac- 
stics. The final chapter presents the para- 
er estimates and evaluates the statistical 
| predictive properties of the equation 
em. 
| 


HEORETICAL ASPECTS OF 
CONOMETRIC MODEL BUILDING 


_ Research Methodology in Economics 

‘omists are essentially concerned with 
lerstanding the functioning of economic 
ems by studying the relationships of ob- 
able and measurable variables in such 
*ms. An important characteristic which 
‘nguishes economics from natural sciences 
ites to the method of research used in 
ysing functional relationships. In natural 


laces research methodology is relatively 
} 


simple, since it is possible to subject the 
system under study to laboratory control, and 
to isolate and analyse the movements of one 
variable at a time keeping all other variables 
constant. In economics, on the other hand, 
the laboratory method is not feasible, be- 
cause it is impossible to exercise experi- 
mental control on economic variables. As a 
result, economic measurements take place 
under the full complexity of the system re- 
sulting from the simultaneous interaction of 
a large number of economic, as well as social, 
political and other factors. Economists, there- 
fore, must resort to other methods of simpli- 
fying the system. 


1.2 Economic Investigations 

The problem of any quantitative economic 
analysis is, essentially, to explain why eco- 
nomic variables, such as consumption, in- 
vestment, exports, etc., assume certain values 
over a time span. The basic question is 
whether there are any laws of economic 
dynamics which determine what values these 
variables take at different points in time. If 
such laws exist we must ask further whether 
they can be estimated in order to gain knowl- 
edge of the structure of economic systems 
and attempt to improve their performance. 


1.3 Approaches to Economic Problems 
These economic problems may be attacked 
in various ways depending on the attitude of 
the particular investigator. In the real world 
we meet three types of investigators, namely, 
the naive investigator, the sophisticated in- 
vestigator and the economic theorist. 

The naive investigator postulates that 
there are no laws of economic dynamics and 
that economic events are influenced by a 
myriad of factors which cannot be controlled 
or predicted. Consequently, the formulation 
and implementation of economic policies, 
which attempt to alter the course of economic 
events, is a fruitless exercise. Needless to say 
this negative approach is sterile since it im- 
plies that the economic system should be 
left to operate on its own with no extraneous 
intervention. The Great Depression has 
taught economists and politicians that it is 
imperative to influence the operation of the 
system in order to avoid or minimize the 
effects of economic disasters. 

The sophisticated investigator admits that 
a system exists but he goes on to argue that 
it is, in fact, so complex that no feasible 
model of the system can be explicitly formu- 
lated. Let us consider, for example, the de- 
mand for a single commodity by a household 


during a certain period of time. This demand 
is a function of a large number of variables, 
i.e., the price of the commodity in question, 
the prices of other commodities, the income 
of the household, the availability of credit 
and liquid assets, the number of persons in 
the household, their past consumption habits, 
their age and educational background ete. 
And since each household demands several 
hundreds of different commodities we need 
an equal number of demand functions to ex- 
plain its consumption patterns. Moreover, 
there are several thousands of households in 
the economic system and, hence, a myriad 
of functions are required to explain merely 
the consumption of commodities. The same 
is true for the production of commodities, 
the behaviour of investors, governments etc. 
Following this line of thought, the sophisti- 
cated analyst advocates that the magnitude 
of the research effort lies beyond the avail- 
able resources. Accordingly, he attempts to 
assess the situation using his intuition and. 
personal judgement which constitute the 
basis of his advice on matters of economic 
policy. The problem is, of course, that “there 
are about as many types of advice as there 
are advisors (sometimes even more! )”!. 

The economic theorist attempts to simplify 
the economic system by building a theory or 
model which approximates the real world. 
The crucial elements of a theory are the 
assumptions made, the logical process fol- 
lowed and the results. By manipulating his 
model the economic theorist arrives at policy 
measures best suited to deal with specific 
economic problems. There are two difficulties 
associated with this approach which make 
its use problematical. First, one finds in 
economic literature several theoretical models 
which attempt to explain the same economic 
phenomena. The question is which model 
reflects the real world. Secondly, theoretical 
models are usually deterministic, i.e., the 
functional relationships are specified in an 
exact mathematical form without incorpor- 
ating stochastic components. However, exact 
relationships are not normally observed in 
practice and, therefore, deterministic models 
are not suitable for empirical work because 
they fail to account for the fact that there is 
a stochastic and unpredictable element in 
human behaviour. 


1.4 The Role of Econometrics 

It is evident from the above discussion that 
we need tools of analysis which would yield 
objective economic policies, independent of 


1See L. R. Klein, “The Use of Econometric 
Models as a Guide to Economic Policy”, 
Econometrica (A pril, 1947) p. 111. 
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the personal judgement or theory of a par- 
ticular investigator. “Econometric models 
are put forth in this scientific spirit, because 
these models, if fully developed and properly 
used, eventually should lead all investigators 
to the same conclusions, independent of their 
personal whims”’?. 

The role of econometrics is essentially to 
fill the gap between economic theory and 
applications, and may be regarded as the 
natural science approach to economics. 
Econometric research can provide important 
information in three major fields of enquiry, 
namely, in testing economic theories, in 
forecasting and in policy simulations. 

Using econometric methods it is possible 
to subject different economic theories to 
empirical test, and thus retain only the 
theories that are consistent with the facts 
and reject those which are inconsistent with 
reality. 

Econometric analysis is also a powerful 
tool for making economic forecasts. There 
are two considerations however that we must 
bear in mind when we use this tool of 
analysis for forecasting. First, it must be 
realized that econometric models are not 
magic formulas* which unravel the com- 
plexity of economic systems in a few equa- 
tions. Such models can predict the future 
outcome of economic events, on the basis 
of historical records, given that households, 
businessmen and governments continue to 
behave in the future as they did in the past. 
Any change in behaviour patterns is reflected 
in the structure of the system and necessi- 
tates the modification of one or more equa- 
tions in the model before it can be used to 
make forecasts. 

Secondly, econometric forecasts can be 
expressed as point (single value) forecasts 
or as interval forecasts. Point forecasts are 
of the form: if you change variable X by AX 
the effect on variable Y will be AY. Such 
forecasts may not be realized even when the 
statistical relationships of the model remain 
stable and continue to hold in the forecasting 
period. This is because, unlike the models of 
economic theorists, econometric models are 
probabilistic, i.e., each statistical relation- 
ship contains a stochastic error term to ac- 
count for errors of observation or measure- 
ment as well as for factors that are not 
quantifiable. The inclusion of the error term 
in econometric functions may produce a 
discrepancy between a single value forecast 
of an economic variable and its realized 
value. This, however, reflects the nature of 


2ibid. 

3§ee Jack Johnston, “Econometrics: Science or 
Witchcraft?”, The Manchester Guardian, 
August 17, 1965. 


economic life and is not a defect of econo- 
metric models. 

Interval forecasts, on the other hand, are 
of the form: if you change variable X by AX 
the expected effect on variable Y will be AY 
but the actual effect will lie in the range 
AY—e to AY-Le with a specified probability 
level, say, 99 per cent of the time. Such fore- 
casts are of greater importance because they 
provide an explicit measure of the prob- 
abilistic element in economic systems. It is 
unfortunate that most economists engage 
themselves in making precise point forecasts. 
Some of these forecasts subsequently fail to 
hit the mark and this has raised questions as 
to the usefulness of econometric models. 
Hopefully economists will realize the impor- 
tance of interval forecasts and attempt to 
produce these more frequently. 

Finally, econometric models can be used 
in simulating policies. It is possible to simu- 
late alternative economic policies and study 
their implications on the economic system 
before such policies are actually put into 
effect. This type of information is extremely 
useful to policy makers and planners. 


1.5 Essential Stages of Econometric Model 
Building 

The construction of an econometric model 

involves the following stages: 

a) The specification of the model 

b) The identification of the stochastic 

equations in the model 

c) The assembly of relevant statistical 

information 

d) The estimation of the model 

e) The analysis and testing of the model. 

The specification stage, which constitutes 
the initial step in designing a model, is the 
mathematical formulation of economic theory 
in terms of a number of stochastic equations. 
Each equation contains one dependent vari- 
able on the left-hand side and two or more 
explanatory variables on the right-hand side 
(including a stochastic variable). At this 
stage, the designer of the model is faced with 
four major questions: 

i) What variables should be used in 
the equations? Variables which are difficult 
to measure are not normally used unless they 
are essential to the model. It is not possible, 
of course, to use variables which are not 
quantifiable or variables on which data do not 
exist. In a forecasting model the relevant 
variables must be available. If current values 
are not available, lagged variables may be 
used. In policy simulation, the policy vari- 


ables introduced into the model mus: 
those over which the government has cor 

ii) What form of relation should be, 
cified, i.e., linear, log etc.? Linear rel@ 
ships are simple to estimate and manip) 
The disadvantage of using linear relation, 
is that they may not fit the data very | 
resulting in large forecasting errors. 

iii) Should original series or first ¢ 
ences be used. In short-term forecasti 
may be more appropriate to analys 
economic system in terms of year-to 
changes, i.e., rates of change of var) 
instead of levels. | 

iv) What form of lag structure shou 
specified. | 

The third stage+ in the construction 
model involves the collection of data pe) 
ing to the variables chosen in stage one: 
model builder must decide on two impy 
issues: 

i) What length of time period show 
employed. The number of observations | 
mines the range of experience. In ge: 
the number of years must be sufficiently 
to provide enough experience. On the) 
hand, if a very long period is considere’ 
model may produce estimated parat 
which are subject to change with time: 

ii) What length of time unit shov 
used. If years are used as units of tir 
model may not be realistic. An inv 
model, for example, based on annua. 
would not represent the real world if” 
facturers adjust their production and | 
quarterly. If quarters are used as timr 
the lag structure becomes more comp] 
moreover quarterly data may not be 
able, and if such data do exist they m! 
seasonally adjusted. 

The estimation stage consists of fit 
model to the data, collected in stage, 
by appropriate statistical techniques to: 
numerical estimates of the parameter 
last stage requires that the model be 
and analysed before it is put into opt 


1.6 Classification of Economic Vari 
The economic variables appearing 
statistical relationships of a simulti 
equation system are conventionally cl 
as: 
a) Current endogenous variables 
b) Predetermined variables 
(i) lagged endogenous variab 
(ii) exogenous variables. 
The current endogenous variab 
generated within the economic syste! 


4The identification problem is discussed 
Section 3.20. 


ues being determined by the simultaneous 
sraction of the relations in the system. 
ples of such variables are; personal 
\sumption expenditures, business invest- 
nt, imports, exports etc. Each equation in 
system explains one current endogenous 
iable, which appears on the left-hand side, 
erms of other current endogenous and/or 
determined variables appearing on the 
it-hand side. The current endogenous 
ables are thus, interdependent and equal 
the number of relationships (equations) 
sified in the model. This condition of 
ality between the number of current en- 
‘enous variables and equations is neces- 
y in order to obtain a unique solution of 
system. 

rhe predetermined variables are generated 
side the economic system and their values 
‘ determined by non-economic factors. 


Exogenous 
Variables 
(Input) 


They consist of lagged endogenous variables, 
such as past levels of income, consumption 
etc., which affect the system with a delay of 
one or more time periods, and exogenous 
variables, such as climate, government de- 
cisions etc., which are extraneous to the 
system. The predetermined variables exert 
a unidirectional influence on the economic 
system, in the sense that they affect the out- 
come of the current endogenous variables 
without being affected by them. Conse- 
quently, there are no equations in the system 
explaining predetermined variables. 

The classification of variables into endo- 
genous and exogenous is a relative one, de- 
pending on the particular model at hand, 
especially its size and the purpose for which 
it was constructed. Some of the variables 
denoting, for instance, per capita income, the 
rate of unemployment etc., are called “target 


variables”. Other variables representing 
monetary aspects of the system or govern- 
ment spending are sometimes referred to as 
“policy variables”. A target variable normally 
represents a welfare index, whereas a policy 
variable is an instrument in the hands of 
policy makers and planners. Economic 
policy, then, may be thought of as the co- 
ordinate of actions directed towards chang- 
ing and manipulating the policy variables in 
order to produce desirable effects on the 
target variables. 

Using the concepts of endogenous and 
predetermined variables we can represent the 
Operation of an econometric model in a 
schematic form as shown in Diagram 1-1. In 
each time period, values of the lagged endo- 
genous and exogenous variables are fed into 
the model as input, and values for the current 
endogenous variables are generated as output. 


Diagram 1-1. Operation of an Econometric Model 


Lagged 
Endogenous 
Variables 
(Input) 


Current 
Endogenous 
Variables 
(Output) 
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1.7 Classification of Econometric Models 
This Section attempts a classification of 
econometric models to facilitate the discus- 
sion in later chapters. We may distinguish 
four broad groups of models depending on: 

a) The purpose for which they are con- 

structed 

b) The data used in their estimation 

c) The area to which they relate 

d) The way in which they are designed. 

Each of these major groups can be further 


sub-divided into a number of sub-groups. 
Thus, using the purpose as a guideline, we 
distinguish theory-testing, forecasting and 
policy models. Forecasting models, in turn, 
may be classified as short-term and long-term 
models. 

The data criterion produces two major 
sub-groups, namely, annual versus quarterly 
models, depending on whether they utilize 
annual or quarterly data. Such data may be 
either in current or constant dollars or a 


mixture of both. | 

The area group can be broken downi 
national and sub-national (regional) moc 
which can be of varied degrees of aggre 
tion, and may relate to the entire econo 
(macro-models) or to some sectors of 
economy (micro-models). 

Finally, the design criterion yields rec 
sive versus interdependent models, eit 
linear or non-linear (i.e., linear in paramet 
but not necessarily linear in variables). 


Theory Fore- Policy Annual 
Testing casting 


Diagram 1-2. Classification of Econometric Models 


Econometric Models 


se 
Current 
Values 


Constant 
Values 


This classification is illustrated in Diagram 
1-2. A particular model, of course, may com- 
bine several of the above features, eg., it may 
be an aggregate national short-term fore- 
casting interdependent model, estimated on 
the basis of quarterly series expressed in 
constant dollars. Two pairs of models, 
namely, national vs regional and recursive 
vs interdependent are very significant for the 
Ontario model and deserve special attention. 


1.8 National ys Provincial or State Models 
Econometric models of the national economy 


have two important advantages over provin- 
cial or state models. The first relates to the 
quality and quantity of data available for 
their estimation. National models employ 
national statistical series which are available 
on a quarterly basis in current as well as in 
constant dollars. On the other hand, provin- 
cial models utilize provincial data, normally 
derived from a decomposition of national 
statistics. Due to the estimation problems 
involved in decomposing national data, the 
provincial series can at best be estimated on 
an annual basis at current prices. Conse- 


Area 


Aggregated 


is- 
ggregated 


j 


: Inter- 
Non- 
Linear 


quently, in designing a provincial mode 
is faced with various data constraints ¥ 
are not encountered at the national lev 
The lack of quarterly data at the pr 
cial level is a serious problem for two 
sons. First, it excludes the possibilil 
formulating a quarterly model, which’ 
be a better approximation of the prov 
economic system. Secondly, it restrict 
range of experience for a specified 
period. If we wish, for example, to stuc 
performance of the Ontario economy i 
period 1957-68, quarterly data will pr 


observations whereas annual data will 
d only 12 observations. Similarly, the 
of price deflators at the provincial level 
es it impossible to convert data from 
ent to constant dollars. This difficulty 
oses a constraint on the specification of 
rovincial model, in the sense that certain 
ortant relationships cannot be included 
t. A production function, for example, 
sified in terms of current variables can be 
imited use in assessing the effects of 
th of output on employment, because it 
rowth in real terms and not inflation that 
wulates employment. 
the second advantage of national models 
elation to provincial is that they can in- 
yorate a wider choice of policy variables. 
ional models normally contain relation- 
s which explain policy variables directly 
trolled by the federal government, i.e., 
ables denoting the money supply, interest 
s, mortgage yields, unemployment insur- 
> payments, federal taxes, import duties 
These variables exert a direct effect on 
provincial economy and should, ideally, 
ncluded in a provincial model as endo- 
bus. However, provincial authorities have 
direct control over variables which fall 
in federal jurisdiction. Consequently, in 
‘incial models such variables are treated 
xogenous. This is one of the reasons why 
national models lack a monetary sector. 
Ithough the above limitations of pro- 
ial and state models are undesirable they 
\0t diminish the importance and useful- 
‘of these models in analysing this type 
‘onomy. 


Recursive ys Interdependent Models 
‘concepts of recursiveness and interde- 
ency in econometric models are closely 
ciated with the notion of causality® in 
sense of a stimulus-response relationship 
ng variables. Interdependent models 
ain variables which are mutually inter- 
mdent, ie., if X and Y denote two 
ibles then XY and YX, where the 
Ws indicate the direction of causation. 
>cursive models, on the other hand, the 
bles are not mutually interdependent, 
the causation is unidirectional so that 
Y but not YX or vice versa. 

ie formal properties of a recursive model 
best be illustrated with the use of a 
le example. Consider a highly aggre- 
linear model consisting of a consump- 
H. A. Simon, “Causal Ordering and 
ifiability”, Studies in Econometric Method. 
W.C. Hood and T. C. Koopmans, 


les Commission Monograph 14, New York: 
y and Sons, 1953, pp. 49-74. 
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tion function, an investment function, and 
the familiar national income identity. 


Cr yin Yea + Uit (1-1) 
if Bor Cc, — y21 Ces + Unt (1-2) 
+—C,+1,+G, (1-3) 


where C denotes consumption, Y income, 
I private investment, G government expendi- 
ture, and uy, Us, are random disturbances. 
All variables are dated by using the subscript 
t Which refers to time. Government expendi- 
ture, G;, is considered to be the only exo- 
genous variable in the model and hence we 
have three current endogenous, and three 
predetermined variables (two lagged endo- 


terms. Whether this condition holds can only 
be detected at the estimation stage of a 
model. It is customary, however, at the 
specification stage before a model has been 
estimated, to use condition (1-5) as a cri- 
terion of recursiveness or non-recursiveness. 
This is legitimate so long as one remembers 
that this formal condition is necessary but not 
sufficient. Using condition (1-5) we can 
state that our simple model consisting of 
equations (1-1), (1-2) and (1-3) is recur- 
sive since the B matrix is triangular. 

Consider next the case where equation 
(1-1) is replaced by 


genous and one exogenous). sek ee” ose 
We now attempt an ordering of equations and variables in the following fashion: 
C, — yur Yt = Ue 
— Ba Cr + I; + yi Crs = Urt 
~C—-hi+ Y¥: — G,=0 
We can write these equations in matrix form as 
1 0 Onl dEG. = ar On mieves Unt 
— Bor 1 0 I, at 0 yor Ca = Unt 
—1 —1 1 Y: 0 0 —I1 G, 
or 
BY: ol Xe= 11 (1-4) 
where B isa (3 X 3) matrix of coefficients of current endogenous variables 


Y,is a (3 X 1) vector of current endogenous variables 


T isa (3 X 3) matrix of coefficients of predetermined variables 


X, is a (3 X 1) vector of predetermined variables 


u; is a column vector of disturbances. 


The B matrix is always a square matrix 
because of the equality between structural 
equations and current endogenous variables, 
whereas the I matrix need not necessarily 
be square. Thus, in models containing i equa- 
tions in i endogenous variables the B matrix 
is of order (i X i) and can be defined as 


B= fi; 


A model then, such as (1-4), is said to 
be recursive if the following two conditions 
are Satisfied: 


a) The B matrix is triangular, that is, 
bi Ofor alla (1-5) 
b) The variance-covariance matrix of dis- 
turbances is diagonal, that is, 
E(u uje) = Oforallj i (1-6) 
Condition (1-6) is referred to as the assump- 
tion of serial independence of the disturbance 


The resulting model of equations (1-7), 
(1-2) and (1-3) is non-recursive or inter- 
dependent, since it is no longer possible to 
arrange the equations so as to obtain a 
triangular B matrix. This matrix is now 


1 0 — Bay 
B= — Boa 1 0) 
= | =| 1 


which, of course, is not triangular. 


There is much controversy in econometric 
literature over these two types of models. 
The Klein school of thought argues in favour 
of the interdependent models, while the Wold 
school leans toward the recursive models. 
There are no criteria for deciding, a priori, on 
the type of model to be used on specific 
occasions. Recursive models have the ad- 
vantage that they can be estimated by Ordi- 
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nary Least-Squares, which is not true for 
interdependent models. On the other hand, 
interdependent models are more flexible in 
their specification since they do not demand 
that the B matrix be triangular. The final 
choice between these types of models de- 
pends primarily on the availability of data. 


If ECONOMETRIC MODELS OF 
STATES AND PROVINCES: 
A SURVEY 


2.1 Regional Econometric Models 

The previous chapter outlined the basic con- 
cepts and methodology of econometric model 
building. This chapter examines six sub- 
national models for the States of Massachu- 
setts, Ohio, Georgia, Michigan and the Prov- 
inces of Nova Scotia and Prince Edward 
Island. These models can be used as a guide- 
line for evaluating the Ontario model pre- 
sented later. 


2.2 The Econometric Model of the State of 
Massachusetts 

The Massachusetts model was constructed 
by Frederick W. Bell!, Regional Economist 
at the Federal Reserve Bank of Boston. It is 
essentially a Keynesian model designed to 
forecast the long-term demand and supply 
of labour in the Massachusetts region. The 
model consists of eight stochastic equations 
and six definitional identities, thus explaining 
fourteen regional economic variables in terms 
of regional predetermined variables, with the 
exception of one national variable denoting 
GNP. It contains one export function, one 
consumption function, two investment func- 
tions, and three equations explaining labour 
supply, migration and wages. 

The model was fitted to annual data for 
the period 1947-62 expressed in constant 
dollars. The estimated equations are shown 
here, where the numbers in parentheses be- 
neath the coefficients are their standard 
errors. R2 is the unadjusted coefficient of 
multiple determination and DW denotes the 
Durbin-Watson d statistic. 

The author claims that his model is es- 
sentially recursive®. However, one can detect 
a two-way causation between the variables S, 
and (V,)¢ in equations (2-2) and (2-12). 
To overcome this difficulty, Bell estimated 
the parameters of equation (2-2) by Indirect 
Least-Squares (ILS), i.e., by applying Ordi- 
nary Least Squares (OLS) to the reduced 
form of the income determination block of 


1See F. W. Bell, “An Econometric Forecasting 
Model for a Region”, Journal of Regional 
Science, Vol. 7, No. 2, 1967, pp. 109-127. 
2Ibid, p. 119. 


Stochastic Equations 


X, — 430.55 + 6.71 GNP; (2. 
(103.86) (0.329) 
R?=0.967 DW=1.114 
S, = —135.1 + 0.7297 (V1), (2 
log (km)t — log (km)... = 0.5113 + 0.939 log X, — 1.023 log Ki. — 0.0062 t (2 
(1/007) (0.289) 
R?=0.712 DW= 1.447 
log (Kum) , = 0.8389 + 0.798 log S. (2 
(0.2265) (0.096) 
R?=0.927 DW=1.251 
Cs) 6422 K°-29 L°71 (1.013) (2 
(0.00128) 
R? = 0.908 DW = 1.580 
(Ne); = 0.4009 (Pe): 2 
(0.00027) 
R? = 0.988 DW = 1.465 
M, = 106.22 — 1.0385 (Ne — L)t1 (2 
(33:63) C0279) 
R?—0.500 DW= 1.504 
Wr 265701017) CG 
(0.0011) 
R2 == 0.9445 DIWi=s 1533 
Identities 
(Pe); = (Po)ta + (B —D) (Po)ti ¢ 
(No); = 0.4009 (Pe); + 0.4009 M; (2. 
(V2)t/ (Vi) t = 0:907 (2- 
(Vi) = St + Xt (2- 
U; = (No); — (2: 
= (km), at (kum), (2. 
Current Endogenous Variables 
Xt export income (i.e., income from product sales plus capital income from in 


ment in other regions plus transfer payments from the federal government) 


S: local service income 

(km), manufacturing capital stock 

(knm), non-manufacturing capital stock 

(Va)t total produced income 

(Ne)t expected labour supply (natural increase ) 
M; migration 

Wt annual wage per employee 

(Pe): expected population (natural increase) 


(No)¢ labour supply (actual) 


ee nnn 


unemployment 


total capital stock 


determined variables 


1 total received income (local service income plus export income, i.e., income re- 
ceived but not produced in the region) 


1D), birth rate (per thousand) minus death rate (per thousand) 


f gross national product 


>-L)t1 prospective unemployment lagged one period (difference between natural increase 
in the labour force and labour supply) 

f capital stock in manufacturing lagged one period 

| t-1 

ha capital stock in non-manufacturing lagged one period 


total capital stock lagged one period 


time 


‘model consisting of equations (2-1), 
2) and (2-12), which we can write as 


tar + Bi GNP (2-15) 
bar + Bo (Vide (2-16) 
Vi)e=Si + X (2-17) 


procedure used to obtain a and fo, 
nates of 82 and a» respectively, involved: 
) the application of OLS to equation 
5) to obtain a computed series, X*,, of 
variable Xt. 
) the substitution of X*, and equation 
6) into equation (2-17) to obtain 

as 1 _ 
My), = 16. + Bs ee, 
) the application of OLS to (2-18) to 
in numerical values of the constant term 
the coefficient of X*,, which we shall 
pts by x and y respectively, so that 
} 


(2-18) 


a2 


: eee (2-19) 
Lee (2-20) 
ge 


| 
ation (2-20) yields @s = (y-1) y, which 
tituted into (2-19) gives a = x/y. This 
aation procedure is questionable because 
ition (2-18) is not the true reduced form 
ie income block and there is no justifica- 
for regressing one endogenous variable, 
), on another X;. Consequently, the 
ficients of (2-2) are likely to be biased 
inconsistent?. This problem could be 
ded by using the following estimation 
edure: 


Appendix B. 
concept of location coefficient is explained 
‘ction 2.4. 


ta population (actual) lagged one period 


First, apply OLS to (2-15) to obtain 4, 
and (1, estimates of a; and A. 

Secondly, substitute (2-15) and (2-16) 
into (2-17) to obtain the true reduced form 
of the income determination sub-model 


Oo) Sees. 21 GNP (2-21) 


1-Be 1-B»2 
which contains no endogenous variables on 
the right-hand side. 

Finally, apply OLS to (2-21) to obtain 
numerical values for the constant x’, and the 
coefficient of GNP, y’, so that 


Ce oy ee eae A : 
ie sx (2-22) 
and 
Br Poy, Z 
p= (2-23) 


Solving equations (2-22) and (2-23) simul- 
taneously yields 


ee A 
ro a ES =e and fp» — 1 a Ph 
Due to this indirect estimation procedure, 
the standard errors in equation (2-2) as well 
as the coefficient R? are not given. The two 
investment equations (2-3) and (2-4) were 
estimated after X, and S, were replaced by 
their computed values X*, and S*, respec- 
tively. For the production function (2-5), 
estimates of the exponents were obtained 
from factor shares accruing to capital and 
labour. The remaining equations were esti- 
mated by Ordinary Least Squares. 

Most of the statistical series used to esti- 
mate the model were taken directly from 


°See D. Creamer, Capital Expansion and 
Capacity in Postwar Manufacturing. Studies in 
Business Economics No. 72, New York: 
National Conference Board, Inc., 1961. 


standard sources. A few series, such as ex- 
port income and capital stock, were not 
readily available and had to be estimated. 
Export income consists of two components; 
wages and salaries originating in the export 
sector, and profits originating in the same 
sector. The first component was estimated by 
the use of location coefficients+. The second 
component was derived by using the person- 
al income series for Massachusetts as a 
benchmark, and making adjustments upward 
for dividends at the regional level and im- 
puted interest. First, receipts of government 
interest were eliminated, then dividends were 
proportionally increased so as to include un- 
distributed corporate profits, inventory valua- 
tion adjustment and corporate profit tax 
liability, using the national ratio of total cor- 
porate profits to dividends. Finally, imputed 
interest was increased by the amount of 
interest previously written off as business 
expense. 

Data for manufacturing capital stock were 
taken from the Annual Census by the Mas- 
sachusetts Department of Labor and In- 
dustries. These stock series were adjusted by 
using Creamer’s® deflators for working and 
fixed capital at the two-digit industrial level. 
The stock figures for non-manufacturing 
capital were first computed at the national 
level for five major non-manufacturing sec- 
tors from data available in W. Leontief, 
“Factor Proportions and the Structure of 
American Trade”, Review of Economics and 
Statistics, Vol. 38 (1961) pp. 386-407. 
These national stock figures for non-manu- 
facturing capital were then scaled down to 
the regional level for Massachusetts, using 
the Cobb-Douglas production function. All 
income data were deflated using the Schultze 
and Tryon® index for income originating. 

The predictive accuracy of the Massachu- 
setts model was remarkably high. Although 
it was primarily designed for long-term fore- 
casting the model also predicted accurately 
the short-term fluctuations in labour demand. 
The model was used to project the supply and 
demand for labour in the region for the 
period 1966-80, given the regional birth and 
death rates and the rate of growth in GNP. 
It was found that if the growth rate in GNP 
is 2.9 per cent, the unemployment rate in the 
region will be reduced from 5.7 per cent in 
1966 to 5.5 per cent in 1980. However, if 
GNP grows by 4.9 per cent a year in the 
period 1966-80, the rate of unemployment 
will drop to 3.0 per cent by the end of the 
period. 


a ee ee ee ee eee eee 


®See C. L. Schultze and J. L. Tryon, Prices 
and Costs in Manufacturing Industries. Study 
Paper No. 17 prepared for the Joint Economic 
Committee, Washington, D.C., Government 
Printing Office, 1960. 
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2.3 The Econometric Model of the State of 
Ohio 

The designers of the Ohio model are W. L. 
L’Esperance, G. Nestel and D. Fromm’ of 
the Ohio State University. The purpose of 
the model was, essentially, to perform policy 
analysis by considering alternative values of 
one exogenous variable, namely, prime mili- 
tary contracts awarded in Ohio. As in the 
case of Massachusetts, this model was de- 
veloped along Keynesian lines, but its size is 
somewhat larger consisting of sixteen be- 
havioural equations and eleven identities in 
twenty-seven current endogenous variables. 
The Ohio model divides the State economy 
into five major sectors; consumer, invest- 
ment, state fiscal, output and personal in- 
come, and federal income tax. 

The authors developed a set of economic 
accounts for estimating the gross state prod- 
uct (GSP) of Ohio by industry for the period 
1955-65 using the value-added method intro- 
duced by Kendrick and Jaycox®. In con- 
structing GSP, three major economic sectors 
were distinguished; farm, private non-farm 
and government. Estimates of gross farm 
product in Ohio are published by the U.S. 
Department of Agriculture. 

Data for private non-farm income by state 
are available from the U.S. Department of 
Commerce for income received but not for 
income originating. The latter includes, in 
addition to wages and salaries, corporate 
profits and net interest. The state’s income 
received was inflated to an income-originating 
basis using the national ratios of income 
originating to income received in each of the 
industry groups. This procedure is based on 
the assumption that the factor shares within 
each industry group of the state are the 
same as those of the nation. 

The gross government product consists of 
wages and salaries of government employees, 
including military personnel. Data on wages 
and salaries at the state level are available 
from the U.S. Department of Commerce. 
Since supplements to wages and salaries were 
unavailable this item was estimated by apply- 
ing “the national federal, state and local 
governments ratio of income originating to 
wages and salaries to each of Ohio’s federal, 
state and local government wages and salaries 
figure.”’? 

The Ohio model was estimated on the 
basis of fifteen annual observations for the 
period 1949-63. All data were converted to 
constant 1958 dollars. Unfortunately, there 
is no mention in the study of the method 


To 


used to deflate the series. The equations of 


the model are shown below. The numbers in values. 


parentheses below the coefficients are 


a 


Behavioural Equations 


R = 3.757 + 0.304 DPI 
(10.01) (14.27) 
R= 0.94, 7. DW — 0:54 


A = —0.952 + 0.278 DPI + 0.632 AAC — 0.764 AR, 


C209) a eG) (2.09) AC (— 1.81) 
R?=0.77 DW=1.44 
Lie 0258-0263 lee 0.058 RCB 
(2.85), (2282) (= 3.45) 
R?=0.67 DW=1.66 
Imma — — 1.150 + 0.144 IGF,,, + 0.384 IGFma-1 -+ 0.010 Isma-1 + 0.064 RTBS 
(— 2.65) (1.42) (4.06) (2.09) (Glevate) 
R2= 0.63 DW=1.98 
IGFna = 0.501 + 0.156 AGSPma + OM93GSPe. 
(2.40) (4.40) (10.35) 
R2=0.92 DW= 1.02 
PI — — 2.554 + 0.879 GSP — 0.265 AGSP 
(22577) (24267) (== S517) 
R?=—0.98 DW= 0.49 
FIT = — 0.995 +- 0.173 PI 
(3-29 Ga) 
R?—0.94 DW=1.01 
AGSP ma = — 0.515’'++ 0.115 AGNPm. + 9.263 MPC 
(roi) A) (3.39) 
2— 0.97 DW=1.38 
GSPia = — 1.835 + 0.269 A + 0.584 R 
(932.6) Pe CORSG) (5.61) 
R?— 0.96 DW=0.76 
GSPec == — 0.055 = 344s. | 0.013 AE 
(= O70) (6.933) (3.94) 
2— 0.85 DW=1.58 
GSP,;, = — 1.039 + 0.203 DPI — 0.085 ADPI 
(9.211) (32.02) (— 2.76) 
R2—0.99 DW = 1.06 


GSP,, = — 0.463 + 0.148 DPI — 0.028 ADPI 


(— 3.18) (18.14) (— 0.70) 
== O97 DW O79 
AGSP cotner) — 0.016 — 0.091 AGSP Gown) 
(0164) (5:19) 
RS O45 WS 
F, = — 0.115 + 0.902 AR 
(— 1.59) (37.76) 
Re = 099° _DWe= 0,92 
AAR = 0.107 + 0.170 A — 0.087 AR. 
(2.77) (4.90) (— 4.88) 
Re = 0.9 uae Wie 202 
T, = — 0.085 + 0.028 C 
(4.07) (14.00) 
R209 3 DW = 225 


(2-7 


(2-2 


(2. 
(2- 
(2- 
(2 
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See W. L. L’Esperance, G. Nestel and 

D. Fromm, “Gross State Product and An 
Econometric Model of A State.’ Journal of the 
American Statistical Association, Vol. 64, 

No. 327 (September, 1969) pp. 787-807. 


8See J. W. Kendrick and C. M. Jaycox, “The 
Concept and Estimation of Gross State 
Product’, The Southern Economic Journal, 
Vol. XXXII, No. 2 (October, 1965) pp. 153-68. 
9D’ Esperance, Op. Cit. p. 789. 
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= me + teas 
= PI — FIT 


7 — DPI — DPI, 


P= AGSP (other) + AGSP cxnown) 
'= GSP_, + AGSP 

(mown) = GSPma + GSPco + GSPta + GSP. + GSP + GSPrz + GSP, 
P (nown) = GSP (inown) — GSP (inown)-1 
(other) = GSP (otner)-1 + AGSP (other) 
Pe GSP nai + AGSP ua 


| 


ent Endogenous Variables 


H 


ior to its estimation the identification of 
1odel was established by using the order 
ition for identifiability, which is neces- 
but not sufficient. It was found that all 
ions were over-identified. The Ohio 


retail sales in Ohio excluding new-car dealer sales 
sales by new car dealers in Ohio 


investment expenditures for plant (structures) by all 
manufacturing establishments in Ohio 


investment expenditures in machinery by all 
manufacturing establishments in Ohio 


internally generated funds in manufacturing 

personal income in Ohio 

federal income taxes of Ohio 

annual change in GSP originating in manufacturing 
gross state product in trade 

gross state product in contract construction 

gross state product in finance, insurance and real estate 
gross state product in services and other 

gallons of taxable motor fuel sold in Ohio 

annual change in automobile registrations in Ohio 


retail sales tax receipts 


sales by all establishments selling at the retail level in Ohio 


total investment expenditures for plant and machinery 
Ohio disposable personal income 


annual change in disposable personal income 


(OLS) 


AGSP 

GSP 

GSP (inown) 
AGSP (xnown) 
GSP (other) 


AGSPotuen) 
GSP ra 
AR 


annual change in Ohio’s gross state product 
Ohio’s gross state product 

defined in identity (2-46) 

annual change in GSP (nown) 


the sum of gross state products in agriculture, mining, 
transportation, communication and public utilities 


GSP (other) Ps GSP (other)-1 
gross state product in manufacturing 


automobile registrations in Ohio 


Exogenous Variables 


AC 


AGNP na 
GSPy, 
GSP, 
HP 


MPC 
RCB 
RTBS 


model is essentially interdependent, although 
two blocks of equations form recursive sub- 
models. Each equation in the model was 
estimated by both Ordinary Least Squares 
and Two-Stage 


Least 


Squares 


dollars of automobile instalment credit outstanding 
in the U.S. 


change in GNP in manufacturing 
gross state product in federal government 
gross state product in state and local government 


new housing units authorized in permit issuing outlets 
in Ohio 
military prime contracts awarded in Ohio 


interest rate on corporate bonds 


interest rate on 90-day U.S. Treasury Bills 


(TSLS). The equations presented above are 
those estimated by TSLS. 

The Ohio model was used to study policy 
implications resulting from changes in mili- 
tary prime contracts awarded in the State. 
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During the Korean War in 1951 Ohio’s share 
of the U.S. total military prime contracts 
awarded was 6.9 per cent, but by 1965 it 
had dropped to only 3.2 per cent. If Ohio had 
retained its peak share during the period 
1954-64, the model predicts that the rate of 
growth of GSP would have increased from 
0.52 per cent in 1954 to 7.54 per cent in 
1964. 


2.4 The Econometric Model of the State of 
Georgia 

The Georgia model is the oldest of all re- 
gional models surveyed in this Chapter. It 
was designed by Henry Thomassen1° of the 
Prudential Insurance Company of America, 
for the purpose of appraising the growth 
potential of Georgia State in terms of na- 
tional and regional income influences, tech- 
nological change, population increase and 
other growth factors. 

Thomassen first established the depend- 
ence of Georgia’s industries upon national 
aggregates by considering the relative em- 
ployment concentrations in the various in- 
dustries using location coefficients. A loca- 
tion coefficient, L;, of industry i in the state 
is defined as 


(E,), 


ae.) 


where (E,), denotes employment in industry 
i in the state and (E,), is employment in 
industry i in the nation. For any state in- 
dustry i if L; is greater than one, it is con- 
cluded that the state has a comparative 
advantage in this line of production and 
therefore, industry i is judged as export- 
oriented. Conversely, if L; is less than one the 
industry is judged as. local. 

Using location coefficients the author 
classified twenty-one major industries in 
Georgia into three groups: 

a) Local 

b) Export-oriented to the Southeast re- 

gion excluding Georgia 

c) Export-oriented to the rest of the 

United States. 


Having determined the national, regional and 
local dependency of Georgia industries, 
Thomassen estimated twenty-two employ- 
ment functions, one for each industry plus 
one for government employment. All func- 
tions were of the following statistical form: 


E, —a a B ay; 
where E; is employment (thousands of 


Ey ey 


(aE) 


L; 


10See H. Thomassen, “A Growth Model for A 
State’, Southern Economic Journal, Vol. XXIV, 
No. 2 (October, 1957), pp. 123-139. 


workers) in the ith industry in Georgia, Y 
denotes income (billions of 1947-49 dol- 
lars), and 8 is the employment multiplier. 
The income variable was different for each 
of the industry groups. In the case of local 
industries Y denoted income of the state of 
Georgia, whereas for groups (b) and (c) 
Y represented income of the Southeast region 
and the U.S. respectively. The equations were 
estimated on the basis of seven annual ob- 
servations for the period 1947-54 from data 
available in the Statistical Abstract of the 
United States, 1956. The standard errors of 
the estimated coefficients and the coefficients 
of multiple determination are not given. 

The Georgia model was used to project 
employment in the state by industry for the 
period 1955-60, on the assumption that in- 
come in the U.S., the Southeast region and 
Georgia would grow at the rate of 4.9 per 
cent, 4.4 per cent and 5.5 per cent respec- 
tively. Among the U.S.-oriented export in- 
dustries, those producing non-durables had 
the greatest impact on employment, contri- 
buting 27,500 new jobs. From the Southeast 
oriented export industries, wholesale and 
retail trades showed the greatest increase in 
employment — about 51,000 workers, while 
construction was the most significant local 
industry adding over 20,000 workers. 


2.5 The Econometric Model of the State of 
Michigan 

The econometric model of Michigan was 
prepared by the Research Seminar in Quanti- 
tative Economics of the University of Michi- 
gan, 11 under the directorship of Daniel B. 
Suits, for the Michigan Department of Com- 
merce. The model is essentially a forecasting 
device for preparing short-term forecasts of 
the Michigan economy. It relates Michigan’s 
economic performance to various national 
variables, taken as exogenous, the most im- 
portant of them being the national demand 
for motor vehicles and parts, and the demand 
for new durable equipment. 

The study was written in non-technical 
terms and the statistical relationships are not 
explicitly stated. It is difficult to judge the 
size of the Michigan model; it appears that it 
consists of about thirty equations explaining 
annual changes in gross state product and its 
major components, retail sales, labour force 
employment and unemployment, personal in- 
come by major categories, population and 
state taxes. 


Econometric Model of Michigan, Technical 
Report No. 3, Research Seminar in Quantitative 
Economics, the University of Michigan, 

(April, 1966). 


For the most part the statistical series } 
to estimate the model relate to the pe 
1949-63 and are expressed in constant ] 
dollars. Estimates of gross state product 
obtained on the basis of value-added by. 
industrial sector. The value-added figure; 
the manufacturing sector were taken { 
the Annual Survey of Manufactures. Bec 
these figures include purchases of ser 
from other industries, they were adjuste 
applying the ratio of U.S. GNP in mam 
turing to U.S. manufacturing value-adde 

For the mining sector, value-added 
mates are available from the U.S. Censi 
Mineral Industries taken every four y 
“The intervening years were interpolate’ 
estimating the change of the ratio of v 
added to personal income from mining) 
linear trend between the census years! 
applying this ratio to the figures for pers 
income from mining.” t? 

Estimates of income originating in ¢ 
industrial sectors within Michigan were 
tained by using the ratio of GNP origin’ 
in each sector to personal income from 
sector for the U.S. as a whole. The serie 
all industrial sectors were deflated © 
national price deflators. For some categ| 
of retail sales the deflators used were © 
relating to the City of Detroit. 

The model was employed for maki 
forecast of Michigan’s gross state pri 
in the year 1966. 


2.6 The Econometric Model of the Pro: 
of Nova Scotia 

The econometric model of Nova Scotii! 
designed by Dr. S. Czamanski!® of th 
stitute of Public Affairs, Dalhousie Uj 
sity on behalf of the Nova Scotia Volv 
Planning Board. This is the first mode 
was constructed for a province in Ca 
The purpose of the Nova Scotia mode’ 
essentially, to provide an analytical to 
testing alternative policies for long-ter 
gional planning. Unlike the above moc 
states, which are crudely specified in 

of sectors, the Nova Scotia model » 
comprehensively the various sectors ‘ 

provincial economy. Its target variabl: 
note welfare indexes which measure thi 
cational, health and economic standa: 
the people. The model contains the foll 
structural equations: 


12] bid, p. 54. 

13§ee S. Czamanski, An Econometric Mo 
Nova Scotia, Halifax: Institute of Public 
Affairs, Dalhousie University, 1968. 
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R2= 0.5022 DW = 1:4026 
Tint) = —_ 35) 3S aL 0.2469 Yr 
(— 5.5414) (29.0736) 
R?= 0.9837 DW=2.1291 
exit) = 25.989 + 0.2184 GNP a 
(13.7490) (3.8913) 
2— 0.4853 DW=—0.9704 
=A 
log €at) = 1.5110 log Fg + 0.3954 log SY) GSacy 
(275325) (4.5464) t—1 
: R?=0.8114 DW = 1.4292 


Hye) = 0.3969 Yancy 110-2860 (Xp Xig Xe) cy 


(12.0557) (4.8400) 
+ 0.337 I(t) + 0.9173 DF, t) 
(2.8554) (4.7760) 
R?= 0.9977 DW =2.8846 
Mi) = — 3.007 + 0.3718 Di 4.1) 
(2.5349) 
R? = 0.3687 DW = not given 


(2-66) 


(2-67) 


(2-68) 


(2-69) 


(2-70) 


(2-71) 


(2-72) 


(2-73) 


(2-74) 


(2-75) 


(2-76) 


(2-77) 


(2-78) 


(2-79) 
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ect) = 24.920 + 0.2603 Glan ct) (2-80) 
(50.4639) (4.1680) 
R2 — 0.6208 DW = 2.3583 


vit) — 220.858 a 17.8200 GIy (t) (2-81) 


(14.2888) (3.5096) 
R2 = 0.3947 DW= 0.4443 


Endogenous Variables 


Xs value added in iron and steel industry 

Q;, value of shipments in iron and steel industry 

Crs exports of iron and steel 

E, employment in agriculture, forestry and fisheries 

Ey employment in commercial services 

E; government employment 

1b investment in manufacturing, including construction industry 

en exports of manufactured products 

>. value added by manufacturing 

Es employment in manufacturing 

es value added in commercial services 

ie investment in commercial services 

ly investment in housing 

W total wage income 

Es net income of farm operators 

Fa net income of unincorporated manufacturing 

F, net income in unincorporated service enterprises 

in interest, dividends and rental income of persons 

SIP contributions to social insurance and government pension 
plans 

iy total personal income taxes 

Cy consumption of manufactured and agricultural products 

(En consumption of services and travel expenditures 

C; rents and interest payments by households 

ale corporate profit taxes 

Tin total indirect taxes 

ey exports of mining products 

ey exports of agricultural, forestry and fishing products 

m total imports 

M balance of migrations 

de index of educational standards 


index of health standards 

total capital invested in iron and steel industry 
total personal income 

total personal disposable income 

gross regional product 

total personal expenditures 

total investments 

unsatisfied demand for labour 

total capital invested in manufacturing 


average rate of direct personal taxes 


Exogenous Variables 


FZ 


u 


Gli; 


number of commercial farms as a proportion of all farms_ 
total urban population 

payments to military personnel 

time 

direct general government investments 

government subsidies and investments in manufacturing 
index of relative accessibility to markets 

Canadian gross national product 

price index of manufactured goods in Canada (1949 = 
price index of manufactured goods in Nova Scotia 
(1949 = 100) 


consumer price index for Nova Scotia (1949 = 100) 


index of average size of plant 

rate of interest on loans 

annual change in gross regional product 

government subsidies in housing and commercial service 
amount of cultivated land 

number of housing units constructed after 1920 
number of households 

number of fishing boats 

government subsidies in agriculture, forestry and fisheri’ 
value added by mining 

direct government investments in education and trainin; 


direct government investments in health and welfare 


ee 


n addition to the above 31 stochastic 
ations, the Nova Scotia model contains 23 
itities, thus explaining a total of 54 endo- 
ous variables of the provincial economic 
em. The model is also connected with a 
ulation and migration sub-model consist- 
of a system of matrices. The characteristic 
ures of Dr. Czamanski’s model are, first 
10n-linearity, in view of the presence of 
linear relationships, such as, (2-64) and 
7), and secondly, its recursiveness, which 
ified the use of OLS in estimating the 
ations. 
he numbers in parentheses below the 
nated coefficients in equations (2-51) to 
31) indicate t values. The sample period 
947-65 provides 19 annual observations, 
xe, the critical values of the t statistic at 
5 per cent probability level is above 2.00 
17 degrees of freedom or less. Conse- 
itly, any coefficient whose calculated t 
ie is less than 2.00 lacks significance, i.e., 
coefficients in equation (2-54), the co- 
lent of variable Z, in equation (2-57), 
2oefficient of AGRP in (2-63) etc. The 
icient of multiple determination (unad- 
d) is high for most equations. However, 
4oodness of fit is not satisfactory in equa- 
| (2-57), (2-60), (2-63) and (2-80), 
quite poor in equations (2-54), (2-58), 
6), (2-74), (2-76), (2-79) and (2-81). 
qe critical values (lower and upper 
ids) of the Durbin-Watson d statistic 
.18-1.40 in the case of one independent 
‘ble, and 1.08-1.53 for two independent 
bles. Hence, on the basis of the com- 
1 DW values we can detect the presence 
Ositive autocorrelation in relationships 
4), (2-55), (2-76) and (2-81). Auto- 
lation may also exist in (2-59), (2-60), 
4), (2-69) and (2-77) since the test is 
: ah 
\€ Statistical data used to estimate the 
| Scotia model were either obtained 
tly from DBS sources or estimated by 
Nstitute of Public Affairs, which was 
msible for the development of a set of 
ne and product accounts for the Prov- 
It is interesting to mention the methods 
oyed in the derivation of certain esti- 
d series. The index of educational stand- 
qe, Was estimated as a combination of 
umber of classrooms per 1,000 popula- 
n the age group 6-20, and the number of 
1 and college students. The index of 
1 standards, q,, was derived by com- 
g three variables, namely, the number 
ans, the number of hospital beds and 


the public health expenditures, using the 
method of principal components. 

The capital stock series for manufacturing, 
Kn, was derived by using as a benchmark the 
stock estimate for 1949 available in S. W. 
Sametz et. al., The Economic Geography of 
Canada, Toronto: Macmillan, 1964. To ob- 
tain capital stock estimates for other years, 
net investment (gross investment less 5 per 
cent capital depreciation) was added each 
year to the 1949 stock value. Finally, the 
estimated capital stock series was adjusted 
for prices using Canadian price indexes. 

The Nova Scotia model has been used to 
analyse the effects of changes in exogenous 
variables on the endogenous variables in 
1961. This operation, referred to as “sensi- 
tivity analysis”, consists of doubling the 
values of one exogenous variable at a time 
and solving the model for the endogenous 
variables. The results of this experiment in- 
dicated that a one hundred per cent increase 
in defence spending in Nova Scotia would 
raise GRP by 21.9 per cent, and total em- 
ployment by 16.9 per cent, whereas a one 
hundred per cent increase in Canadian GNP 
would increase Nova Scotia exports of manu- 
factured goods by 87.4 per cent and exports 
of mining products by 23.6 per cent. 

Another type of test performed on the 
model was to simulate yearly solutions for 
the endogenous variables for 1954-61. The 
discrepancy between the actual and solution 
values for the endogenous variables was less 
than ten per cent, and in most cases less than 
five per cent. Finally, the model was em- 


Stochastic Equations 


ployed in making ex post forecasts within the 
sample period. The difference between the 
yearly solutions and forecasts is that in the 
latter the value of lagged endogenous vari- 
ables are generated by the model. It was 
found that the forecasting ability of the model 
was, on the whole, satisfactory. However, no 
attempt was made to provide ex ante fore- 
casts beyond the observation period. 


2.7 The Econometric Model of the Province 
of Prince Edward Island 

The model of Prince Edward Island is the 
most recent of the studies discussed in this 
Chapter. The project was initiated by Mr. 
Michael Lane and was completed by Mr. 
Frank Schwartz!4 under the direction of Mr. 
Keith Wornell of the Department of Finance, 
P.E.J. This is, essentially, a policy model 
designed to provide an in-depth analysis of 
the P.E.I. economy and to study the effects 
of alternative program mixes within the 
framework of the 15-year Development Plan 
for the Province, initiated in 1969 in col- 
laboration with the Federal Department of 
Regional Economic Expansion. 

The model divides the P.E.I. economy into 
nine sectors: Agriculture, Fisheries, Con- 
struction, Manufacturing, Output, Popula- 
tion, Government, Income and Welfare. The 
design of the model was based on Tinbergen’s 
targets-instruments approach. It contains 33 
stochastic equations and nine identities ex- 
plaining 42 endogenous provincial variables 
as follows: 


Bg 95. 9397 1) 6578 Pa 0d5 5 Pay 0 001 IY 4 ne (2282) 
(6.858) (15395,) (— 2.749) 
R? = 0.9462 DW = 0.9877 
Ka = 126326.47 + 10.6892 CDT, — 398.058 SQZ,4 (2-83) 
(3.739) (95,92) 
R? = .8619 DW = 1.8625 
OP, = 11966.117 + 0.1366 Ky + 118.1064 % Cy (2-84) 
(4.743) (3.013) 
R? = .8562 DW = 1.3376 
Vu=1— 176.6976 4 0.1368.V.A,, + 10.8355 F, — 0.0219 Ky + 5.954 Py (2-85) 
(103377) (2.831) (— 5.808) (2.629) 
29629 DNs eit 
Kris = — PSM g, + 0.6391 Kets (t-1) ia 44.4679 Pris (t-1) (2-86) 
(7.954) (9.364) 
— 0.6533 Yur — 22.3379 Pry, 
(— 4.973) (— 5.265) 
R=. 9328) DW 147190 


M4 Frank Schwartz, An Econometric Model of 
P.E.I., Research Monograph, Department of 
Finance, P.E.J., Sept. 1970. 
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Eris = 3205.6816 — 0.23 Keisit-1) — 23.5759 Pru + 30.5421 Pris (2-87) 
(— 7.827) (— 4.038) (4.781) 
2— 8650 DW=2.4131 
Kros — 59.8168 a. 0.8101 CDT yos > 51.6463 Bros (2-88) 
(7.974) (8.483) 
— 32.2706 Ryos(t-1) — 64.6292 Cros it-1) 
(— 4.556) (— 2.726) 
R?2 = .9820 DW = 2.4278 
OP ros = 45.5082 + 0.3430 Kros + 15.523 Cros (2-89) 
(15.437) (2.049) 
R?2 = .9589 DW = 1.6366 
Eros = — 17.9909 + 0.0541 OProsit-1) + 0.0124 Iros (2-90) 
(9.559) (5232) 
+. 0.2695 Prosit1) + 2-9335 Bros 
CSL) China) 


R?2 = .9864 DW= 1.8942 
Reos = 2.918 — 0.0096 Kros + 0.004 CDTros + 0.2707 Brog + 0.35 Rros(t-1) (2-91) 


(37923) (4,82) (2.308) (2555) 
R2 — .9518 DW = 1.6226 
L = 2.3702 + .9223 ex (2-92) 
(05774) 
R? — 9622 DW—.7218 
OPcr — — 83910.047 + 906.0433 POP — 0.7871 MIG — 1170.3034 t(Yp) (2-93) 
(6.912) C3?.603)) (231795) 
R2 = .9068 DW =2.279 
OPo; = 1861.82 + 1.7133 PGpw (2-94) 
(8.179) 
R2 = .8069 DW = 1.765 
VAor = 4335.4287 + 0.3068 OPor (2205) 
(9.951) 
R2 = .8684 DW = 1.401 
Eo = 2074.2871 + 0.1141 Yirits1) + 0.0735 OPcor — 0.0169 GPP (2-96) 
(1.821) (8.984) (33745) 
R2 = 8765 DW —=2.289 
Wo = 3909.4428 + 0.1823 VAerits) + 2.6377 Eo + 0.5671 Yin (2-97) 
Chars) C778) (4.321) 
R2 = .9400 DW = 1.707 
Wa = — 10.6525 + 0.4417 Wats) + 30.0423 DCPI + 0.00007 GPP (2-98) 
(3.242) (2.69) (3.818) 
R2 = .9534. DW = 1.6604 
Wat = — 539.6552 + 0.0207 GPP + 0.2519 VAnriea) + 0.2104 Inrct-1) (2-99) 
(3.445) (2.903) (2.441) 
R2 = .9860 DW =2.1554 
Ex = 2833.8901 + 0.2113 Wy? + 28.4231 PS1,, — 23.4982 PS2 (2-100) 
(12.174) (3.320) (G83) 
ee fs 39 02 Was 
(— 3.002) 
R2 = .9693 DW =2.0176 
OP, = — 7435.8603 — 17.7621 Ey — 46.2972 ESTBy, + 440.0719 JOWN Q-101) 
(5.819) (241-756) (2.136) 


Re 9477 DW = 1:3566 


= — 2624.7939 + 0.3671 OPx (2-102) 
| (18.865) 
| R? = 9493 DW = 1.2052 
P = — 74353.1564 + 2155.1377 PPR + 0.00332 GNP (2-103) 
: (3.696) (26.131) 
: R? = 9822 DW = 1.612 
x = — 12624.3066 + 0.2916 GPP — 0.2325 Yq (2-104) 
Gig 285 a — 1,964) 
| R? = .9573. DW=.8511 
sex = 1323.0583 + 1.0979 PGrn (2-105) 
: (31.572) 
| R? = 9793 DW = 2.0657 
z = 6032.2216 + 0.4957 PGrx + 578.5051 T — 0.0848 GPP (2-106) 
(7.153) (5.196) (— 2.873) 
a 106.8081 + 0.3181 We + 12.765 T — 0.0123 PGrox (2-107) 
: (17.924) (1.909) (— 2.983) 
) R? = .9718 DW = 1.5307 
\ = — 3667.6738 + 0.0002388 GNP (2-108) 
(17.024) 
R? = 9324 DW =.768 
= — 1413.1169 + 0.6096 Yinie1) + 0.0303 GPP (2-109) 
| R? = .9014 DW = 1.898 
= — 9765.6484 + 0.2543 GPP + 2.986 VAy (2-110) 
(2.5551) (2.434) 
R? = 9745 DW = 0.985 
CN = — 0.2454 + 0.0007 PGrp + 0.0148 Yp (2-111) 
(2.666) (4.460) 
R? = 9667 DW = 1.1691 
TH = — 660.7316 + 0.0272 POP, + 0.0219 PGaren + 0.7546 HB (2-112) 


| (4.483) (32229) (8.95) 
Ro 09450) DWH 1.2218 


| Ro .9189° DW = 1.8142 


CLE2 323) (3.97) (4.895) 
RA .99999 DW = 1A008 


| 
ities 


FY. (#F) (2-115) 
a Kyos — Krog¢t-1) (2-116) 
= POP t1) + NI(POP;.1) Quiz) 
| PPR(epop) (2-118) 
= €pop — MIG (2-119) 


FR = — 671.5286 + 0.4967 JHSNG + 0.5085 Yp + 0.0336 POP, 


NG = — 1414.0637 + 2.7513 STRT (1) + 14.9055 Yp + 2.9027 STRT (2-113) 
| (1.431) (7.395) (1.662) 


(2-114) 


OPor = OPcr + OPer + OP oe 

OPcp = OP, + OPris + OPros + OPcr + OPy 
Yr = Ya + Yir + WSS + Yyus + Gxer + MPA 
Yp = Yp/POP 


(2-120) 
(2-121) 
(2-122) 
(2-123) 
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Endogenous Variables 


JEDCN 


average farm size, agriculture 

capital stock, agriculture 

output, agriculture 

net income per farm, agriculture 

total net income, agriculture 

capital stock, inshore fishery 
employment, inshore fishery 

capital stock, offshore fishery 

net investment, offshore fishery 

output, offshore fishery 

employment, offshore fishery 
profitability, offshore fishery 

gross provincial product (P.E.1.) 
expected population 

expected labour force ¥ 
actual labour force 

actual population 

net rental and interest income of persons 
output, residential construction 

output, institutional construction 
output, total construction 

value added, total construction 
employment, construction 

total annual wage bill, construction 
average weekly wages and salaries, manufacturing 
total annual wage bill, manufacturing 
employment, manufacturing 

output, manufacturing 

value added, manufacturing 

provincial government, total revenues 
provincial government, total expenditures 
government transfers to persons 
employment, provincial government 
military pay and allowances 

wages, salaries and supplementary labour income 
total personal income 

personal income per person 

output, total construction 


index of education 


JHSNG 
JHLTH 
JWLFR 


index of housing standards 
index of health services 


index of general well-being 


Exogenous Variables 


PAc 
PA 
CDi. 
SQZ,4 
%Ca 
POF; 
VAa 
Pris 
Your 
Pri 
CDT ros 
Bros 
Cros 


Pros 
PPR 
GNP 


cost price index, agriculture 

product price index, agriculture 

credit used, agriculture 

price/cost squeeze, agriculture 

proportion of commercial farms, agriculture 

urban population 

value added, agriculture 

fish price index, inshore fishery 

income from unemployment insurance payments 

fish price index, lobsters 

credit used, offshore fishery 

boats fishing, offshore fishery 

boats constructed, offshore fishery 

fish price index, offshore fishery 

population participation rate 

Canadian gross national product 

rate of natural increase of population (births minus deaths) 
migrations from P.E.I. 

average personal income tax rate 

total provincial government expenditures on public works 
output, commercial construction 

net investment, manufacturing 

plant size indicator 1, manufacturing 

plant size indicator 2, manufacturing 

number of establishments, manufacturing 

index of ownership, manufacturing 

time 

total annual wage bill, government 

provincial government expenditures on education (ordinal 


provincial government total expenditures on health 
(ordinary plus capital ) 


number of hospital beds 

number of housing starts 

number of farms, agriculture, thousands of units 
output, inshore fishery 


net income of non-farm unincorporated business 


Due to the recursiveness of the model all 
jations were estimated by ordinary least- 
iares on the basis of annual data for the 
‘iod 1946-68. Some of the equations were 
ed to a shorter period ranging between 
and 23 observations. 
The statistical results of the model are 
y satisfactory. The values of the coeffi- 
at of multiple determination (unadjusted) 
quite high in every case explaining not 
than 80 per cent and in most equations 
re than 90 per cent of the variation of the 
endant variables. Most of the estimated 
fficients are statistically significant as sug- 
ed by the calculated t-values given be- 
th the coefficients in parentheses. The 
yputed values of the Durbin-Watson 
istic indicate that in about 22 of the 
mated equations the residuals are free 
n serial correlation. 
‘he statistical data used to estimate the 
I. model were obtained directly from 
S$ sources or compiled by the Provincial 
yartment of Finance which has undertaken 
development of a comprehensive system 
‘egional economic accounts. As in the 
lel of Nova Scotia, the principal compo- 
‘s method was employed to obtain the 
are indexes of education, health services 
housing standards. All variables meas- 
| in dollars were deflated using specific 
2 indexes for agriculture and fisheries, 
lable from DBS statistics, and a general 
2 index for the other sectors correspond- 
to the average of Halifax and St. John 
3.) consumer price indexes. 
he P.E.I. model was subjected to the 
2 type of sensitivity analysis as the model 
Yova Scotia. This analysis indicated the 
mdence of the province on the national 
‘omy and the importance of provincial 
t™mment expenditures on the overall per- 
lance of the P.E.I. economy. It was 
d that a doubling of provincial govern- 
t outlays on public works would raise the 
ut of the construction industry by 42.4 
cent, employment in the same industry 
4.6 per cent, and the industry’s wage bill 
‘7.8 per cent. Since the model was de- 
2d to be used for policy analysis no 
opt was made to assess its forecasting 
or to make ex ante forecasts beyond 
ee period. 


Common Characteristics of Regional 
Models 

empirical studies discussed in this 
ster indicate the progress made in the 


field of econometric model building at the 
provincial or state level, from 1957 when 
the Georgia model was published until recent 
years. ; 

The model of Georgia is the simplest and 
the most crudely specified in terms of sectors, 
focusing on employment and ignoring other 
important sectors of the state economy. The 
Massachusetts model, published ten years 
later, is also centred on the employment 
sector, but there are three additional sectors 
for consumers, investment and exports. The 
defect of the model is that it does not contain 
any policy variables which can be controlled 
by the state government. In the Michigan 
model most of the state endogenous variables 
are directly correlated with national variables 
taken as exogenous without any a priori justi- 
fication for specifying the equations in this 
particular manner. The model of Ohio is the 
only one specified in a way that resembles 
more closely the national models of the 
Klein-Goldberger type. The two Canadian 
models of Nova Scotia and P.E.I. are more 
comprehensive, relative to the state models, 
incorporating a greater number of sectors 
and placing emphasis on policy analysis 
rather than forecasting. 

These models share some common fea- 
tures worth mentioning. First the monetary 
sector is entirely missing in every case. 
Secondly, although the models attempt to 
approximate open economies, the trade sector 
is either non-existent or specified in a manner 
that treats the national economy as the rest 
of the world. Finally, all models point to the 
severe data constraints existing at the sub- 
national level, and the need for developing a 
reliable data base required for their esti- 
mation. 


III SPECIFICATION OF THE 
ONTARIO ECONOMETRIC MODEL 


3.1 The Purpose of the Ontario Model 

The recently published Ontario interindustry 
model! and the Ontario economic accounts? 
mark the completion of two major projects of 
quantitative economic analysis initiated by 
the Economic Analysis Branch of the Eco- 
nomic and Statistical Services Division. The 
provincial accounts contain estimates of gross 
provincial product, personal consumption ex- 
penditures, business investment, government 
revenue and similar indicators of economic 


1See R. H. Frank, S. M. Batrik and 

D. Haronitis, “The Input-Output Structure of 
the Ontario Economy”, Ontario Economic 
Review, Vol. 8, No. 1 (January/February 1970). 
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activity for the period 1957-68. Such esti- 
mates, although useful in describing the 
movements of key economic variables over 
time, are quite inadequate in analysing the 
Ontario economic system for two reasons. 

In the first place, the estimates in the 
accounts are highly aggregated and, thus, fail 
to reveal detailed information about the 
transactions among producers and other eco- 
nomic units. To obtain this information, the 
Economic Analysis Branch has constructed 
an input-output table for the province, which 
records in thousands of 1965 dollars the flow 
of goods and services among 140 Ontario in- 
dustries in that year. The input-output tech- 
nique is a powerful tool of analysis because 
it makes it possible to penetrate below the 
surface of aggregate statistics, available in 
the accounts, and study the complicated 
internal pattern of transactions between 
industries and other major sectors of the 
economy. 

Secondly, the set of economic accounts is 
merely an historical record of economic 
events. It provides no explanation of the 
movements of economic variables or the in- 
teraction of interrelated variables in the eco- 
nomic system. It is the task of the econome- 
tric model to explain such phenomena. The 
Ontario econometric model links together the 
provincial economic accounts and the input- 
output table into an integrated and complete 
program of quantitative analytical techniques 
for policy simulation and forecasting. 

The econometric model will primarily be 
used for three purposes. Its first use will be 
to provide forecast estimates of government 
expenditures, personal consumption, business 
investment and other components of final 
demand required for the input-output model. 
The second use of the model will be for 
making short-term forecasts of endogenous 
variables determined within the system on the 
basis of certain assumptions regarding the 
rate of growth of exogenous variables, which 
are determined outside the system. The last 
and perhaps most important use of the model, 
from the point of view of government, will be 
in evaluating alternative economic policies. 

Policy analysis is facilitated by using a 
computer routine to calculate the policy or 
impact multipliers of the model, which meas- 
ure the effects of changes in a policy variable 
on all dependent variables in the system. 
Once the policy multipliers have been com- 
puted it is possible to analyse the fiscal effects 


2M. V. Chari and R. H. Frank, “The Develop- 
ment of Ontario Economic Accounts’, 
Ontario Economic Review, Vol. 8, No. 6 
(November/ December 1970). 
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a 
Number 


of changes in tax rates or the effects of 
changes in government expenditure or any 
desired combination of policies, eg., an in- 
crease in government expenditure combined 
with a simultaneous increase in taxes. By 
simulating the model in the computer, policy 
makers will be able to explore a large number 
of alternative policies for optimal decision- 
making. 


3.2 The Sectors of the Ontario Model 

In developing the econometric model much 
attention was given to the structure and con- 
ceptual framework of the provincial eco- 
nomic accounts. In fact, it can be said that 
the model was designed for the purpose of 
explaining significant economic variables 
which appear in the accounts, such as per- 
sonal consumption expenditure, business 
investment, wages and salaries, corporate 
profits, the various components of govern- 
ment revenue, etc. An equation has been 
specified for each of these variables, which 
embodies a testable hypothesis about the 
causal relationship between the variable in 
question and some other variables. 

The Ontario econometric model consists 
of four blocks of equations which correspond 
to the four sectors of provincial accounts; 
persons, businessmen, government and non- 
residents. Each sector contains a number of 
. equations explaining various components. 

The equations of the model are shown 
explicitly in the next Section. The symbol 
A denotes the change of a variable in two 
successive periods of time, i.e., for any vari- 
able 2X, at time petiod-t, AX; = Xi, — 
X11. The Greek letters a, 8 and y denote 
parameters to be estimated. a; represents the 
constant term in the ith equation; f; are the 
coefficients of endogenous variables; y; de- 
note the coefficients of predetermined vari- 
ables; and u; is the stochastic term in the ith 
equation. The obvious advantage of this 
parameter notation is that looking at the 
equations one can spot at a glance which 
variables are endogenous and which are pre- 
determined in the model. All equations are 
linear in variables and parameters. For no- 
tational convenience the time subscript t is 
omitted from all variables. Accordingly, cur- 
rent variables denoted, for example, as X, 
Y, Z should be read as Xi, Yt, Zt, and lagged 
variables denoted as (X)4, (X).2, (Y)a 
should be read as X¢1, Xt-2, Yta etc. The 
names of variables are listed in Section 3.4. 


Equatio 
PERSONAL SECTOR 6 
+ Wages, salaries and supplementary labour income 
+ Interest, dividends and miscellaneous investment income of persons 
» Net income of farm operators from farm production 
* Changes in farm inventories 
* Net income of non-farm unincorporated business 
+ Personal expenditure on consumer goods and services 
BUSINESS SECTOR 5 


* Gross private domestic investment in machinery and equipment 

* Gross private domestic investment in residential and non-residential construction 
* Changes in non-farm business inventories 

* Corporate profits and inventory valuation adjustment 

* Corporate dividend payments 


GOVERNMENT SECTOR 14 


* Employer and employee contributions to social insurance and government 
pension funds 

¢ Personal income taxes 

* Taxable returns of individuals 

* Personal income assessed 

* Personal tax exemptions and deductions 

* Corporate profit taxes 

* Taxable income of corporations 

¢ Hospital insurance premiums 

* Motor vehicle licences and permits 

¢ Gasoline taxes 

* Retail sales taxes 

¢ Profits of liquor commissions 

¢ Other indirect taxes 

¢ Government investment income 


NON-RESIDENTS SECTOR 2 
* Imports of goods and services from rest of the world 
* Exports of goods and services to rest of the world 


Number of stochastic equations 27 
Number of identities 20 
Total number of equations 47 
Number of current endogenous variables 47 
Number of predetermined variables 34 
Lagged endogenous 6 
Exogenous 28 
Total number of variables 81 
Number of a parameters 11 
Number of 8 parameters 14 
Number of y parameters 29 
Total number of parameters 54 
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3 Equations of the Ontario Model Personal income taxes 


YUATIONS EXPLAINING COMPONENTS OF GROSS 
XOVINCIAL PRODUCT 


rsonal expenditure on consumer goods and services 
Cp = 81 Ya+y1 (Cy)a + uy 


oss private domestic investment in machinery and equipment 
Tis = +2 Gas + ¥3 GPa is of 4 AGPP + Ug 


(3-1) 


(3-2) 


38s private domestic investment in residential and non-residential 
istruction 


I, = B2 Im + ys (Ma)-1 + ye (I) 1 + us (3-3) 
ange in non-farm business inventories 
Aly = yz(Pe)-1 + ys ASr + 9 AC, + Ug (3-4) 
inge in farm inventories 
Alt = a5 + y10 Pe + yurXe + yr2(It)1 + Us (3-5) 
ots of goods and services to rest of the world 
Ey = a6 + y13 Yus + Us (3-6) 
ots of goods and services from rest of the world 
| Mw = Bs GPP + yrs (Cp)-1 + uy (3-7) 
JATIONS EXPLAINING COMPONENTS OF 
> aaa INCOME 
es, salaries and supplementary labour income 
Yw = ag + Bs GPP + y:5L, + us (3-8) 
income of non-farm unincorporated business 
| Yn = a9 + yig (GPP-AI;) + ug (3-9) 
aime of farm operators from farm production 
Ys = yiz AXe + yig Pe + uo (3-10) 
est, dividends and miscellaneous investment income of persons 
Yi = an + y10 [Sp + (Sp) + un (3-11) 
|ATIONS EXPLAINING CORPORATE PROFITS 
) DIVIDENDS 
orate profits and inventory valuation adjustment 
: P= 6, GPP +8, Aly 1 uis (3-12) 
rate dividend payments 
Dy = y20 (Dy) + yor [Pe — (Te + Zx)] + rg (3-13) 


| 
ATIONS EXPLAINING COMPONENTS OF 

VINCIAL GOVERNMENT REVENUE 

oyer and employee contributions to social insurance and govern- 
pension funds 


(ea Gee (3-14) 


: 
| 


Ty = Bs Tp* + uss (3-15) 
Personal income assessed 
Ya = aig + yoo (Yp)-1 + Ure (3-16) 
Personal tax exemptions and deductions 
Tz = Bo Ny -+ yest + iz (3-17) 
Taxable returns of individuals 
Ny = y2e (Le)-1 + yost + tng (3-18) 
Corporate direct taxes 
Leer? Sees (3-19) 
Corporate taxable income 
Yo = a20 + yoe (Pe) 1 + Ur (3-20) 
Gasoline taxes 
Ty = Bu T,* + ua, (3-21) 
Retail sales taxes 
T, = Biz Ts* + Use (3-22) 
Hospital insurance premiums 
Hy = pis Hi* a, (3-23) 
Motor vehicle licences and permits 
Vin = a4 + yo7 Vy + Ung (3-24) 
Profits of liquor commissions 
Pr = a5 + yos Yp + Uns (3-25) 
Other indirect taxes 
To. = 2g + Big Cy + Use (3-26) 
Government investment income 
Yg = a27 + yo9 Gp + Us7 (3-27) 


DEFINITIONAL IDENTITIES 


Gross provincial product 


GE Cre laa ea Al ea Al, EM, UG. Go nG. 


(3-28) 
Personal income 
Yp=Yw+YotY¥:+Yi+Z,+A (3-29) 
Disposable personal income 
La Y) <= (T, + CG; at Zz) (3-30) 
Saving of persons and unincorporated business 
Sete (C>7.) (3-31) 


Retained profits of corporations 


S. = Re ae (T. = D, ap Zx) (3-32) 
a tee 
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3.4 List of variables 


Personal income tax accruals 
Toor tba) 


Personal basic tax accruals 


B, = > (W.)s [(Ya)i — (Nz)s (Tx)s] — Ry Do) 
i=! 


Weighted average basic tax rate 
(W.)i = > (Tn) / CVesed (Xa) 5p/ Kad 
j=!) 


Personal income assessed in the first income class 


(Ya)1 = Ya — > (Yas 


12 
Personal income assessed in the ith income class 


(Ys)c (Py) Yet 2, -- =: 4 


Tax exemptions and deductions in the first income class 


(Tx): =Tz— >, (Tx): 


i—2 
Tax exemptions and deductions in the ith income class 


(To): — (eS), GE) i Rep Beer 


Taxable returns in the first income class 


(N;)1 — N, as S (N;)i 


2 


Taxable returns in the ith income class 
(Ne) (Pe (Ne) 2 en 34 


Computed corporate direct taxes 
AN R. CY) 


Computed hospital insurance premiums 
H,* = Ry (L+) 


Weighted average hospital insurance rate 
Ry = 12 [Ram (Lm/Lt) + Ras (Ls/L)] 


Computed gasoline taxes 
ApS Pomel SEO Ea Ra (Fa) 


Computed retail sales taxes 
as ahs (S,) 


Provincial government revenue 


PGRE"C eee Ty eal ee 


+ Pp + Hi+ Ye + Zw 


(3-33) 


(3-34) 


(3-35) 


(3-36) 


(3-37) 


(3-38) 


(3-39) 


(3-40) 


(3-41) 


(3-42) 


(3-43) 


(3-44) 


(3-45) 


(3-46) 


(3-47) 


CURRENT ENDOGENOUS VARIABLES 


B, 


personal basic tax accruals — Ontario taxpayers, calcula 
values, millions of dollars 


personal expenditure on consumer goods and services, r 
lions of dollars 


employer and employee contributions to social insurance ; 
government pension funds — provincial, millions of doll 


total dividend payments of Ontario corporations, million: 
dollars 


change in non-farm business inventories, millions of dol 
change in farm inventories, millions of dollars 


Ontario exports of goods and services to rest of the wo 
millions of dollars 


gross provincial product, millions of dollars 


hospital insurance premiums as per provincial econo 
accounts, millions of dollars 


hospital insurance premiums, calculated values, million 
dollars 


gross private domestic investment in residential and 1 
residential construction, millions of dollars 


gross private domestic investment in machinery and eq 
ment, millions of dollars 


Ontario imports of goods and services from rest of the wi 
millions of dollars 


total number of taxable returns of individuals in Ont 
thousands of units 


taxable returns of individuals in the first income class, 1 
ber of units 


taxable returns of individuals in the ith income class, nu: 
of units 


profits before taxes and after inventory valuation adjust 
of Ontario corporations, millions of dollars 


profits of liquor commissions, millions of dollars 
total provincial government revenue, millions of dollars 


weighted average hospital insurance annual rate, cala 
values 


retained profits of Ontario corporations, millions of doll 


saving of Ontario persons and unincorporated business 
lions of dollars 


corporate direct taxes — provincial, as per provincia 
nomic accounts, millions of dollars 


——— eee 


ie 


* corporate direct taxes — provincial, calculated values, mil- 


PREDETERMINED VARIABLES 


i 


lions of dollars 


gasoline taxes as per provincial economic accounts, millions 
of dollars 


gasoline taxes, calculated values, millions of dollars 


other indirect taxes as per provincial economic accounts, 
millions of dollars 


personal income tax collections — provincial, as per provin- 
cial economic accounts, millions of dollars 


personal income tax accruals — provincial, calculated values, 
millions of dollars 


retail sales taxes as per provincial accounts, millions of 
dollars 


retail sales taxes, calculated values, millions of dollars 


total personal tax exemptions and deductions — Ontario tax- 
payers, as per Taxation Statistics, millions of dollars 


personal tax exemptions and deductions in the first income 
class, thousands of dollars 


personal tax exemptions and deductions in the ith income 
class (i = 2,....4), thousands of dollars 


motor vehicle licences and permits — persons and business, 
as per provincial economic accounts, millions of dollars 


weighted average basic tax rate in the ith income class, calcu- 
lated values 


total personal income assessed — Ontario taxpayers, as per 
Taxation Statistics, millions of dollars 


personal income assessed in the first income class, millions of 
dollars 


personal income assessed in the ith income class i= 
2,....4), millions of dollars 


net income of non-farm unincorporated business, millions of 
dollars 


taxable income of Ontario corporations, millions of dollars 
personal disposable income, millions of dollars 


net income of farm operators from farm production, millions 
of dollars 


government investment income — provincial, millions of 
dollars 


interest, dividends and miscellaneous investment income of 
persons, millions of dollars 


personal income, millions of dollars 


Wages, salaries and supplementary labour income, millions of 
dollars 


tion Statistics — Analyzing the Returns of 
duals, Department of National Revenue, 


ion, Ottawa. 


t 


A 
Cp) -1 


PN 6) od 


AS 


AX¢ 


military pay and allowances, millions of dollars 


personal expenditure on consumer goods and services, lagged 
one year 


dividends paid to Ontario persons by all Canadian corpora- 
tions, millions of dollars 


change in personal expenditure on consumer goods and 
services 


annual change in gross provincial product 


change in selling value of factory shipments, total Ontario 
manufacturing, millions of dollars 


change in gross value of Ontario agricultural production, 
millions of dollars 


net taxable sales of diesel fuel in Ontario, thousands of 
gallons 


net taxable sales of gasoline fuel in Ontario, thousands of 
gallons 


total expenditure of Ontario hospitals, millions of dollars 
total municipal government expenditure, millions of dollars 
total provincial government expenditure, millions of dollars 
level of inventories, millions of dollars 

labour employed in Ontario, thousands of persons 

labour force in Ontario, thousands of persons 

proportion of labour force employed in Ontario 

proportion of married males in the labour force, per cent 
proportion of single persons in the labour force, per cent 
number of marriages in Ontario lagged one year 

profits before taxes of Canadian corporations 

corporate profits lagged one year 


index of average farm prices of agricultural products in 
Ontario (1961 = 100) 


proportion (N,);/N, of taxable returns in the ith income 
class, per cent 


proportion (T,);/T of tax exemptions and deductions in the 
ith income class, per cent 


proportion (Y,);/Y, of personal income assessed in the ith 
income class, per cent 


provincial corporate tax rate, per cent 


tax rate of diesel fuel per gallon 


SS ee eee 
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ersonal income assessed in income group j, class i, millio; 


R, tax rate of gasoline fuel per gallon (Ya)si P 
of dollars 
Ram monthly hospital premium for married contributors a 
Xe personal income per capita 
Rus monthly hospital premium for single persons ; 
(Y,).1 personal income lagged one year 
ee Ae a aie he dee ae (Y1)3; average taxable income in the jth group of the ith incon 
Re rate of retail sales tax, per cent class 
R* rate of dividend tax credit, per cent Neve gross national product of the United States, billions of U. 
dollars 
(S,).1 saving of persons and unincorporated business, lagged one ; 
year Ze transfers by persons to corporations and non-resider 
abroad (interest on consumer debt plus personal remittanc 
S, retail sales in Ontario, millions of dollars abroad), millions of dollars 
t time trend measured in years Tie transfers by persons to government (other current transf 
to Ontario government plus transfers to federal gover 
(T;);: basic personal tax payable on average taxable income, in- ment), millions of dollars 
come group j, class i, calculated values 
Ls transfers to personal sector from all sources, millions 
(Tx); average tax exemptions and deductions in the ith income dollars 
class, calculated values 
Js transfers by corporations (charitable contributions and t 
Ne total number of registered motor vehicles (all types) in debts plus corporation income tax liabilities to fede 
Ontario, thousands of units government), millions of dollars ; 
Xe gross value of agricultural production in Ontario, millions of Lew transfers to provincial government by federal governme 


dollars 


3.5 The Consumption Function 

The consumption function of the model is 
based on the theory developed by R. J. Ball 
and P. S. Drake. This theory postulates that 
the utility function for a given individual 
depends on his current rate of consumption 
and his current stock of wealth or net worth, 
measured in terms of consumption goods. 


Thus, 
Uit = Fi (Wit Cit) 


where u;, denotes the utility of the ith in- 
dividual at time t, Wit is his stock of wealth 
and Cj represents the volume of consumption 
goods. The function F; is assumed to be linear 
and homogeneous of degree one. On this 
assumption, the problem for the ith individual 
is to maximize his utility u; subject to the 
budget constraint. 


Yit = Cit + Wit — Wits 


where Y;, denotes the income of the ith in- 
dividual at time t. 


The authors assume further that the wealth- 
consumption ratio for the ith individual is 
constant over time, so that the individual re- 
lation between wealth and consumption is of 
the form 

Wit — kj Cit 


4R. J. Ball and P. S. Drake, “The Relationship 
Between Aggregate Consumption and Wealth”, 
International Economic Review, Vol. 5, 

No. 1, (January 1964). 


millions of dollars 


where the k, are assumed to be fixed for each 
individual. This assumption becomes neces- 
sary if one attempts to derive an aggregate 
consumption function from the individual 
utility functions. 

Aggregation of the above wealth-consump- 
tion relation gives 


WwW. = Cy Wit ki 
— kC, 


Wi > Wit, Ce = » Cit, 
and Wie = Cie/ Ge 


The coefficient k can be treated as a 
parameter if the weights w; are independent 
of time. As the authors suggest, the result of 
shifting from the micro to the macro relation 
is to introduce an aggregation bias if the 
macro variables are treated as simple sums 
of the micro variables. Aggregating the bud- 
get constraint we can write 


LY = Cr +- Wt oe Wer 
which combined with W; = kC, yields 


where 


1 k 
Co ae mints 
= (1l—«) Ye+eCu 


k + ' 
where a = ioe This is the final version of 


the Ball-Drake aggregate consumption fu 
tion, and incorporates the restriction that 
coefficients sum to unity. This functior 
the same as the consumption function of 
Ontario model 


Cy yi Yat yi (Cay + U4 (3 


with the a priori restriction 61 + y1 = 
Whether this restriction is satisfied is a me 
of empirical testing. If in the estimated ¢ 
sumption equation £1 + yi ~ 1, our é 
sumption hypothesis can still find suppo! 
the following model developed by Klein® 


Cr =a De Ytu 


1 = 0 


0<s<@ 


which is a distributed lag scheme with t 
coefficients decreasing geometrically. Ext 
ing the summation on the right-hand sid 
obtain 


Cr =a Ye ta BYt1 + o B* Yto +>: 
which lagged for one period, and multi 
by B gives 

BCta —aQ@ BYta + a p? Yue + coe 


Finally, subtracting the second equation 
the first yields 


Cis 0 Yes PG 


Se ee ee 


5. R. Klein, “The Friedman-Becker Tllusi 
Journal of Political Economy, LXVI 
(December, 1958). 


, ) ) , Pz) 


his has the same form as the Ball-Drake 
ction without any restrictions on the 
wameter a. 


6 The Investment Functions 

eflecting the fact that a capital stock series 
t Ontario is not available, the investment 
actions of the Ontario model could not be 
i on the basis of those investment 
20ries which use capital stock as an ex- 
matory variable. Hence, neither the capital 
Ick adjustment principle nor the neo- 
ssical theory of investment could be 
ployed in formulating the investment 
jations of the model. Accordingly, the 
‘estment behaviour of Ontario businessmen 
>xplained by some naive hypotheses, such 
the crude accelerator theory which postu- 
2s that investment is determined by the 
2 of change of output, the profit theory 
ich states that business investment is a 
ction of profits, and other simple models. 
[hus, new investment in machinery and 
lipment, I,,, is explained by past profits, 
Ja, year to year changes in gross provin- 
| product, AGPP, and last year’s invest- 
Me (In) -1 


| In = y2 Cay + ¥3 (Pa + 
ys AGPP + uz (3-2) 


profit variable serves both as a measure 
dusiness firms’ liquidity and of expecta- 
Ss, whereas the income variable is an in- 
tor of economic activity. The one year 
between the explanatory variables and 
dependent variable is justified on the 
mption that businessmen plan their in- 
ment expenditure one year ahead. This 
Mption is quite plausible in view of the 
that business firms normally base their 
sion on the financial statements prepared 
the previous fiscal year and that the lag 
veen investment decisions and realizations 
ists of the following components: 


Che time that elapses between the deci- 
sion to invest and the decision to order 
he required capital goods. 


(here may be a waiting lag from the 
ime the capital goods have been ordered 
intil work on them begins by the capital 
ods industries, particularly if the in- 
lustries are working near full capacity. 


Che production lag, i.e., the time required 
'y the capital goods industries to produce 
he goods on order. 


‘inally, there is a delivery lag which may 


avolve a time interval of three or more 


| 


months in the event that the goods have 
to be imported from abroad. 


Investment in construction is the sum of 
two components; investment in residential 
and non-residential construction. Since sepa- 
rate statistical data on each component are 
not available, one equation explains both 
parts of investment 


T. = 82 Tm + ys (Ma) + ye Te) + us 

(3-3) 
The explanatory variables in this equation 
reflect the fact that the dependent variable 
incorporates two different components of 
business investment. Thus, the first explana- 
tory variable, I,,, was introduced to explain 
that part of I. which relates to non-residential 
construction. The underlying hypothesis is 
that in a growing economy, such as Ontario, 
only a small part of I,, represents replacement 
investment, while the greater part constitutes 
an addition to the existing stock of machinery 
and equipment, which necessitates more 
space. Hence, when businessmen decide to 
invest in new machinery and equipment at 
the same time they make provision for addi- 
tional building space required for the installa- 
tion and operation of new machines. 

The second explanatory variable, M,, in 
equation (3-3) denoting family formation 
in Ontario, attempts to capture that part of 
I. which corresponds to residential construc- 
tion. The determinants of investment in resi- 
dential construction include not only demo- 
graphic variables but also other important 
factors, such as, income, construction costs, 
rents, vacancy rates, availability of mortgage 
funds, mortgage interest rates, etc. However, 
from a long-run point of view the demand for 
housing may be regarded as the difference 
between the stock of dwelling units and the 
number of families. Accordingly, the number 
of new families was chosen as the most 
appropriate variable in equation (3-3). The 
time lag between M, and I. ranges from zero 
to about three years. New couples create an 
immediate demand for rental accommoda- 
tion in multiple dwelling units. After two or 
three years of marriage, when sufficient sav- 
ings for a down payment have been accumu- 
lated, they enter the market as buyers of 
single family units. On the average, it is 
assumed that M, would exert an influence on 
I, with a time lag of one year. Finally, I. is 
likely to be influenced by construction activity 
in the previous period. 

Changes in non-farm business inventories, 
Al, is a function of last year’s profits (P.).4, 


changes in final sales AS; and changes in 
personal consumption AC,, 


Aly = yz (P.)-1 + ys AS; + yo AC, uy 
(3-4) 


Changes in farm inventories, AI; is deter- 
mined by farm output, X;, past levels of 
farm inventories (I,).,, and farm prices 


Als = a5 + y1o Py + 
yu Xt + yre (Ie). + us (3-5) 


Inventory investment is the most unpredic- 
table component of aggregate demand be- 
cause it fluctuates erratically over the course 
of a year. Empirical evidence suggests that 
businessmen adjust their inventories com- 
pletely every quarter. For this reason, inven- 
tory models for business investment are 
normally estimated on the basis of quarterly 
rather than annual data. Since the Ontario 
model utilizes annual observations, it is un- 
likely that equation (3-4) will be satisfac- 
tory from the point of view of goodness of 
fit and other statistical criteria. However, 
equations (3-4) and (3-5), although un- 
Satisfactory as they may be, are required for 
the determination of gross provincial product. 


3.7 The Import and Export Functions 

The first step in developing the foreign trade 
sector of the model is to determine a set of 
explanatory variables to be used in the im- 
port and export demand equations. Most 
Statistical studies on imports have been based 
on the foreign-trade multiplier theory, which 
postulates that aggregate imports are a func- 
tion of the level of income in a given country. 
Short-run fluctuations in the volume of im- 
ports are mainly attributed to fluctuations in 
real income, particularly in industrial coun- 
tries where a rise in income is usually accom- 
panied by a rise in imports of raw materials 
and food. 

The extent to which a country (region) is 
dependent upon international trade can be 
measured by its average propensity to import, 
defined as the ratio of its national (regional ) 
income to the value of imports of goods and 
services. The marginal propensity to import is 
the change in imports resulting from a unit 
change in income. The concept of the pro- 
pensity to import is a generalization of 
Keynes’ concept of the propensity to con- 
sume. Its application to international trade 
has certain limitations because imports will 
not always be related to income in the same 
way that consumption is related to income. 
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A simplified econometric model of foreign 
trade results from the assumption that supply 
and demand in the domestic market are 
equated by imports, i.e., imports are regarded 
as excess domestic demand. If domestic pro- 
duction of the imported commodities is negli- 
gible the import function will be identical 
with the consumption function for such com- 
modities, and the propensity to import will 
coincide with the propensity to consume. The 
situation is different, however, if the imported 
commodity is also produced domestically, or 
if a close substitute for the imported good is 
produced at home. In this case, imports of 
the commodity in question will compete 
directly with the one produced domestically, 
so that imports will be affected by domestic 
production. But in the traditional theory of 
production the supply of an individual com- 
modity is directly related to the price of that 
commodity and not to income. Thus, unlike 
consumption, imports will not be related to 
income alone, and the concept of import pro- 
pensity will be meaningless. 

From the marginal propensity to import, 
i.e., the coefficient of the income variable in 
the regression of imports on income, we can 
derive the income elasticity of import de- 
mand. As regards the magnitude of this elas- 
ticity, when imports are considered as mat- 
ginal, Harberger® has argued that its value 
will be low in periods of prosperity and high 
in periods of depression. His argument, how- 
ever, has been subjected to various criticisms, 
which lie beyond the scope of this study. In 
general, we would hesitate to reach any 4 
priori conclusions about the magnitude of the 
income elasticity of import demand. 

Besides the level of income, the demand 
for imports will also be affected by prices, 
particularly when imports are competitive 
with domestic production. The price variable 
usually employed in econometric work is a 
ratio of two price indexes (ie., index of 
import prices/ wholesale price index). Knowl- 
edge of the possible effect of changes in 
relative prices on the volume of imports is 
of great significance for policy purposes, since 
most short-run policy instruments, such as, 
tariffs, devaluation etc., operate through 
prices and, hence, the effectiveness of such 
instruments depends heavily on the price 
elasticity of import demand. 

In view of the fact that price indexes for 
Ontario are non-existent, it was not possible 
to introduce a price variable into the import 
demand function. Instead, lagged personal 
consumption was chosen as a second explana- 


64, C. Harberger, “A Structural Approach to 
the Problem of Import Demand”, American 
Economic Review, XLIII (May, 1953), p. 157. 


tory variable in addition to the current level 
of GPP. Thus, 


M, = Bs GPP + y14 (G,)-1 + Uz (3-7) 


Export demand is determined by similar 
considerations. What constitutes imports of 
Ontario from country X is also exports of 
country X to Ontario and vice versa. Hence, 
exports abroad, Ey, are influenced by the 
level of income of major industrial countries 
trading with Ontario, ie., the United States, 
the United Kingdom, the Common Market 
countries, Japan, etc., and relative prices 
(export price index/domestic price index). 


ES = a6 + y.tS No + U6 (3-6) 


As in the case of imports it was not possible 
to incorporate a price variable into the ex- 
port equation. Data on the income of foreign 
countries are available from United Nations 
publications, but each country’s income is 
recorded in its domestic currency. This pre- 
sents the difficult problem of converting the 
various income series into a common de- 
nominator. To avoid this problem we chose 
one income variable, Y,;,, which denotes the 
level of GNP in the United States in current 
USS. dollars, on the grounds that the bulk of 
Ontario exports goes to the United States. 


3.8 Determination of Gross Provincial 
Product 

Gross provincial product is determined from 

the identity 


GPP = C, + In+Ie+ 4 + Al: + Ew 
aM, iGo. Gas Gran (G=28) 


The variables on the right-hand side are 
endogenously determined by equations (3-1) 
to (3-7) with the exception of Gy, Gn, and 
G, representing respectively expenditures of 
provincial government, municipal govern- 
ments and hospitals, which are exogenous to 
the model. 


3.9 Personal Income Equations 

The income side of the provincial economic 
accounts contains four components of per- 
sonal income which are explained by the 
following stochastic equations: 


Yw = ag + BsGPP + yis Lp + Us (3-8) 
Yp = a9 + y1e (GPP — Al) + Ug (3-9) 
Ye = yiz AXt + yi Py + Uto (3-10) 


Ys = an + yio [Sp + (Sp)-1] + U1 (3-11) 
Wages, salaries and supplementary labour 
income, Yw, of the civilian labour force is 
affected by the level of GPP in the current 


period, and the proportion of persons em- 
ployed, L,. Military pay and allowances are 
not included in Yy. Net income of non-farm 
unincorporated business, Y», is specified as a 
function of GPP excluding changes in farm 
inventories, whereas net income of farm 
operators from farm production, Y;, is re- 
lated to changes, AX; and the price Py, of 
farm output. Interest, dividends and miscel- 
laneous investment income of persons, Yj, is 
explained in terms of present and past levels 
of personal saving. 

Total personal income, Y,, is the sum o 
Yw, Yn, Y:, Yi, military pay and allowances 
A, and transfer payments to persons, Zp, fron 
domestic and other sources. 


Y,p=YwtYotY¥r;+Vi++Aa | 
(3-29. 


From personal income we subtract provincia 
personal taxes, T,, social insurance contri 
butions paid to the Ontario government, C, 
plus all other transfers by persons to govern 
ment, Z,, to arrive at disposable personal in 
come 


Ya=Y,—(T,+C.+2Z) (ame 


Finally, personal saving, S,, is obtained as 
residual from the identity 


S, = Ya— (C, + Z.) a 


where Z, represents transfers by persons | 
corporations and non-residents abroad. 


3.10 Corporate Income Equations 

To explain corporate income it is necessa 
to account for price movements since fist 
prices generate inventory profits. The pri 
variable, however, can be eliminated if 1 
explain corporate profits after invento 
valuation adjustment. At the national lev 
various statistical studies have indicated th 
profits react strongly to changes in natiot 
income. Thus at the provincial level 
postulate that corporate profits before ta 
and after inventory valuation adjustment, 
is a function of GPP and annual changes 
business inventories, Al, 


lee = Bs GPP a Be Al, a Uj2 (3-1 


Corporate dividend payments, D,, is rela 
to past dividends and net profits. 


D, = y2o (Dy) + 
y21 [Po CPe-- Zx)] + U3 (3-1 


where T, and Z, denote respectively pro\ 
cial and federal corporate taxes. 


Retained profits of corporations is derived 
a residual deducting dividends and taxes 
m gross profits. 


Se= P.—(Te+D,+Z;) (3-32) 


1 The Personal Income Tax Sub-Model 
> tax equations of an econometric model 
_be specified in two different ways. The 


| 


plest approach is to ignore the complica- 
Is of the tax structure and to regress tax 
sipts, as recorded in the economic ac- 
ats, on a set of explanatory variables 
ch serve as proxies for the relevant tax 
2. Although tax receipts equations may 
‘orm well in short-term forecasting when 
Tates remain unchanged, they are quite 
ess if we wish to analyze the implications 
Iternative tax policies. However, because 
s simplicity, this approach has been used 
number of empirical studies as, for ex- 
le, in the models of Ohio and Nova 
ia reviewed in the previous Chapter’. 

he alternative approach is to take ac- 
it of the complexities of the tax structure 
to specify the tax equations in a way that 
uits the introduction of tax rates. The 
> methodology of this approach involves 
‘econciliation of two different sets of tax 
jates; the tax data available in the eco- 
ic accounts with those available in Taxa- 
Statistics. 

| developing the tax equations of the 
io model we chose the second alterna- 
decause despite its complexities it has the 
ntage of providing answers to important 
volicy questions, by allowing the evalua- 
of the fiscal effects of changes in tax 
. The specification of tax equations is 
1 on the methodology outlined in a 
it study by the Bank of Canada Research 
, with certain modifications and adap- 
1s required to preserve consistency in the 
ul model. 

Ovincial income taxes are collected by 
federal government on behalf of the 
mce under the Federal-Provincial Tax- 
ng Agreements of 1962. The Ontario 
mal tax is calculated as a percentage 
> “basic tax” which represents the total 
al income tax on the taxable income 
d by persons resident on the 31st De- 
er in the province, plus any tax adjust- 
3 and less dividend tax credit. The rates 
16 per cent for the 1962 taxation year, 
r cent for 1963, 18 per cent for 1964, 
sr cent for 1965, 24 per cent for 1966 
8 per cent for 1967 and 1968. 


| 


Dhio model (see page 8) contains one 
uation (2-39) which explains retail sales 
ceipts in terms of retail sales. The 

Scotia model (see page 11) has three tax 


We begin the description of the income tax 
sub-model with the classification of Ontario 
taxpayers into four income classes, each class 
containing a number of income groups as 
follows: 


In actual fact, however, tax accruals based 
on taxation statistics are likely to be under- 
estimated in relation to tax collections based 
on provincial accounts for two reasons. First, 
taxation data are derived from a sample 


ai eS ee 


Table 3-1 — Classification of Ontario Taxpayers According to Assessed Personal Income 


a ee eee 


Income Classes 


Income SS ee eee 
Groups Class 1 Class 2 Class 3 Class 4 

Group 1 0-1,999 3,000-3,999 5,000-5,999 10,000-14,999 
Group 2 2,000-2,999 4,000-4,999 6,000-6,999 15,000-19,999 
Group 3 7,000-7,999 20,000-24,999 
Group 4 8,000-8,999 25,000-over 
Group 5 9,000-9,999 


ee eee ee ee 


Class Range 0-2,999 


3,000-4,999 


5,000-9,999 10,000-over 


SS ee ee ee se 


By utilizing the information available in 
Taxation Statistics we compute first a 
weighted average basic tax rate (W,); for 
each income class using the identity 


(We) = > [(Ty)0/( Ye) a] (Xa) / (Ya) i] 


j=1 (3-35) 
where i = 1, .... 4 corresponds to the ith 
incomne class’and j= 1, . ...n. (= 5) 


corresponds to the jth income group, i.e., 
(Y.) ji denotes personal income assessed by 
taxpayers in the jth income group of the 
ith income class. 


The next step is to compute personal basic 
tax accruals, B,, from the relation 


4 
B; = » (W,)i KOegn —(N,); iy) 
= — Ry (D,) (3-34) 


Multiplying B, by the Ontario personal in- 
come tax rate, R,, we obtain personal income 
tax accruals, T,,* from the identity 


T,* = R, (Ba) (3-33) 


In the final step we reconcile personal income 
tax accruals, derived from taxation statistics, 
with personal income tax collections, T,, 
obtained from the provincial economic ac- 
counts, using the stochastic equation 


Tp = 8s Tp* +15 Bs > 1 (3-15) 
Ideally, the two tax series representing col- 
lections, T,, and accruals, T,*, should be 


identical, in which case the estimated value 
of the coefficient 8s should be equal to unity. 


equations, (2-70), (2-74) and (2-75) explaining 
respectively, total personal income taxes, 
corporate profit taxes and total indirect taxes. 


covering approximately six per cent of total 
tax returns. The sample excludes armed 
forces and the data fail to take into account 
tax adjustments. Secondly, a portion of in- 
come is not reported on tax returns. Hence, 
in general T, > T,,* and we must impose the 
a priori restriction Bs > 1 on the coefficient 
Coy td Bees 

The statistical relationship (3-15) and the 
identities (3-33), (3-34) and (3-35) are 
sufficient for explaining the income tax struc- 
ture prevailing in the past. The usefulness of 
the personal income tax sub-model can, 
however, be enhanced by specifying some 
additional equations which facilitate fore- 
casting and policy analysis. In particular, we 
require that at least three variables be deter- 
mined stochastically — the number of taxable 
returns, assessed personal income and per- 
sonal tax exemptions and deductions — in 
view of the fact that there is normally a pub- 
lication lag of two years in Taxation Statistics. 

The total number of taxable returns of 
individuals, N,, is determined by a time trend 
and the number of persons employed in the 
previous period. This formulation makes it 
easy to forecast N, in the next period.® 


Ne yoe (Le) a yost + Us (3-18) 


Knowing N, we can estimate (N,);, the 
number of taxable returns in the second, 
third and fourth income class from the iden- 
tities 


ON) a= (PIN, i = 2-41). 


8See John F. Helliwell et. al., Government 
Sector Equations for Macroeconomic Models, 
Bank of Canada, Staff Research Studies, 

No. 4, 1969. 
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Finally, the number of returns in the first 
income class is obtained as a residual 


4 
(Ni =Nr— DSN): (3-40) 


=z 
Similarly, total income assessed in year t 
is a function of personal income earned in 
year t-1.1° 
ne — 16 ++ Y22 Gree: + Ui6 (3-16) 
Personal income assessed in the ith income 
class is obtained using the identities 
COeyestr)cX, 12 (G37) 
except the income assessed in the first income 
class which is derived as a residual 


(Wa ¥e Dy, (Ys (O38) 


2 


Total tax exemptions and deductions, be. 
is related to tax returns and a time variable 


Tx = Bo Nr + yea t + U17 (3-17) 


Tax exemptions and deductions in the ith 
income class is derived from 


(ap (Ps) Ts ie 


and 4 


Cr) 1 = Ox 7 > (Ti 


2 


(3-39) 


(3-38) 


The proportions (P,);, (Py); and (P= )seare 
computed from (3-41), (3-37) and (3-39) 
respectively, utilizing taxations statistics. The 
calculated values suggest that these propor- 
tions have exhibited a systematic movement 
over the period 1962-68 and, hence, they can 
be easily forecast beyond the observation 
period by extrapolation or other methods. 


3.12 Corporate Profit Taxes 

Since 1957, when the Federal-Provincial Tax 
Sharing Arrangements Act came into effect, 
Ontario levies and collects its own tax on 
corporation profits. The provincial corporate 
income tax rate was 11 per cent during the 
period 1957-1966, of which 9 per cent 
constituted an abatement of federal tax and 
2 per cent a surcharge over and above the 
abatement. From 1967 the federal abatement 
was increased to 10 per cent bringing the 
provincial rate up to 12 per cent. Prior to 
1957 Ontario had rented for some years its 
corporation tax field to the federal govern- 
ment. Due to these instiutional changes in 
the administration of the tax, the corporate 
tax equations of the model attempt to explain 
the corporate tax structure in Ontario after 
the year 1957. 


®Strictly speaking, N,.in the year t will depend 
on L, in the same year. However, the inclusion 
of current L, in equation (3-18) imposes the 
difficult problem of forecasting employment, 
which for lack of data, we have been unable to 
explain endogenously in the model. 


Utilizing the information available in Taxa- 
tion Statistics we first construct a series for 
corporation taxable income, Y., on which we 
apply the corporate tax rate, R., to derive the 
computed values of corporate profit taxes 


T.* = R. (Ye) (3-42) 


The series T.* is then reconciled with cor- 
porate profit tax accruals, T,, as they appear 
in the provincial economic accounts, accord- 
ing to the stochastic relationship 


T. = Biol e* + Us9 


For policy analysis and forecasting purposes 
Y,. must be obtained endogenously and, 
hence, we need one more stochastic equation 


Yo = a20 + yee (Pe)-1 + Uso (3-20) 


The operation of the corporate tax sub-model 
can be described as follows: Given P. in the 
current period, t, we derive from (3-20) a 
forecast value for Y. in period t+1, which 
substituted into (3-42) yields T.* in year 
t--1. Finally, using (3-19) we obtain a fore- 
cast for T, one period ahead. Similarly, 
knowing P, in year t+-1 we can predict T, in 
year t-++2 etc.11 It is also possible to study the 
effects of changes in the tax rate, R., on 
government revenue and other variables in 
the model. 


(3-19) 


3.13 Gasoline Tax 

The basis of the gasoline tax is the net taxable 
sales of gasoline fuel, F,, and the net taxable 
sales of diesel fuel, Fa, measured in gallons. 
The tax rates are expressed in cents per 
gallon, for example, the rate for gasoline, Rg, 
was 18 cents per gallon in 1968, and the rate 
for diesel, Ra, was 24 cents per gallon in the 
same year. Data on fuel sales and tax rates 
are readily available from DBS publications. 
Using this information we can obtain com- 
puted values of gasoline taxes as follows: 


fe aa RAC De Ra (Fa) (3-45) 


Gasoline tax collections, T,, as they appear 
in the provincial accounts is then related 
stochastically to T,* 


Ta= Pi [eee ver (3-21) 


The variables F, and Fg display a systematic 
trend over the years and can be easily fore- 
cast using a time trend. 


3.14 Retail Sales Tax 

The retail sales tax was first imposed in On- 
tario in 1961. The rate of sales tax was 3 per 
cent from 1961 to 1965 and S per cent there- 


104 more appropriate specification of equation 
(3-16) is to use current Y,, as an explanatory 
variable. In such a case, forecast values of Y, 
can only be obtained by forecasting Y,, which 
entails the simultaneous solution of eleven 
equations comprising the GPP and personal 


after. This rate applies on all retail s; 
with the exception of food products, dn 
school books and some other items. As 
the previous case of the gasoline tax, 
specify two equations for the retail sales | 
one stochastic and one identity. 


T, = Bie Ts* + U2e fio < 1 ee 
T= Rea) (3- 


The identity helps to determine a series 
computed values of sales taxes, T,*, 
applying the tax rate, Rs, on total retail sz 
S,. Since no adjustment was made to excl 
from S, retail sales not subject to tax, 
computed tax accruals, T,*, appear to 
greater than the actual tax collections, T. 
recorded in the provincial accounts < 
therefore, the estimated coefficient f 
expected to be less than one. 


3.15 Hospital Insurance Premiums 

The basis for explaining hospital insur. 
premiums is the civilian labour force, 
since all persons employed are soc 
insured through payroll deductions. — 
monthly premium paid in Ontario by 1 
ried contributors, Rnm, is twice as muc 
the monthly rate paid by single persons, 
including those divorced and widowed. 
single monthly rate was $2.10 between ] 
and 1963, $3.25 from 1964 to June 1968 
$5.50 from July 1968. From 1961 ce 
data we compute the ratios Ly/Lr and L, 
representing respectively the proportio: 
married males and single persons in 
labour force, which we assume to appl 
other years. Using this information we 
culate a weighted average premium rate 


Ry = 12 [Ram (Lm/Lt) + Rus (s/h 
(3 


which we apply on the labour force to 0 
a computed series for hospital insu 
premiums | 

H,* = Ry (Lr) (¢ 


This series is related stochastically t 
hospital premiums series H, as it appeé 
the provincial accounts. | 


H; = Bi3Hi* + ues q 


3.16 Motor Vehicle Licences and Pern 
The licence fee for motor vehicles in O} 
is uniform regardless of whether a veh’ 
used for personal or business purposes 
cordingly, the dependent variable Vn & 
total fees for motor vehicle licence 


income blocks of the model. 
11Equation (3-20) can also be specified in 
of current profits, in which case we must | 
forecast P, prior to forecasting Y ,. This re 
the simultaneous solution of eight equatio’ 
explaining profits and the GPP oa 


* 


i 
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ble 3-2 — Matrix of Endogenous Variables 
uation 2 “4 : ‘6 ee % : ee sa & e 5 z £3 me a4 
SE = a) / > 


O Omani nese Sees eo eae 
ee ee De eh me ae 
x. 
x 
x 
>.< 


x 
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its paid by both persons and business. 
basis of the fee is the number of cylin- 
and the year of the vehicle. Effective 
mber 1, 1968, the rates for models after 
are as follows: $20.00 for 4 cylinders 
S, $27.50 for 6 cylinders and $35.00 for 
inders or more. Since data on car regis- 
ns by cylinder are not available it is not 
dle to compute a weighted average 
¢ fee per registered motor vehicle. Thus, 
‘simply correlated with V, denoting the 
number of registered motor vehicles 
ypes ) in Ontario. 


Vin = a4 + yo7 Vr + Ung 


(3-24) 
| 


j 

Profits of Liquor Commissions 

lue from profits of liquor commissions, 
Telated to per capita personal income, 


Py = a25 + yog iY; + Uz, (3-25) 


3.18 Other Components of Government 
Revenue 
The remaining components of government 
revenue are various indirect taxes, invest- 
ment income and transfer payments. Other 
indirect taxes not explained individually in 
the model include the following: 
a) Amusement taxes 
b) Corporation taxes (not on profits) 
c) Other licences, fees and permits 
d) Miscellaneous taxes on natural 
resources 
e) Real property taxes 
f) Miscellaneous 
The sum of all these items, denoted by T, 


is regressed on personal consumption ex- 
penditure 


To = a2g + Bis Cy + Usg (3-26) 


».4 
x 
x 
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Government investment income (interest and 
royalties) is linearly related to total govern- 
ment expenditure 


ae = a27 + yo9 Gp + Us7 (3-27) 


Transfer payments from federal and local 
governments are exogenous to the model. 
Finally, employer and employee contribu- 
tions to social insurance, C,, is a function of 
wages and salaries, Y,,, in equation (3-14). 
Total provincial government revenue is the 
sum of all revenue components as follows: 


EGR Gee rt To Tr 
+Va-+Py+HitYe+Ze (3-47) 


3.19 Interdependency and Recursiveness in 
the Ontario Model 

Having specified the Ontario econometric 

model in equations (3-1) to (3-47) the 
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coefficients of the endogenous variables, as 


g 


enous variable, i.e., the variable C, appea 


question arises whether the model is recur- 
sive or interdependent. To answer this ques- 
tion we take the following steps. First, to 
facilitate the exposition, we eliminate four 
stochastic equations, (3-16), (3-17). (3-18) 
and (3-20) which are not essential to the 
model as far as its interdependent character 
is concerned. We also eliminate most of the 
identities retaining only (3-28) to (3-32) 
inclusive and (3-47). The resulting system 
consists of a total of 29 equations of which 
23 are stochastic and 6 are identities. The 
second step involves the rearrangement of 
equations and variables in an attempt to pro- 
duce, as far as possible, a triangular matrix of 


shown in Table 3-2. 

In this Table, empty cells designate zero 
coefficients, whereas occupied cells designate 
non-zero coefficients in the matrix. Thus if 
the ijth cell contains an entry x it means that 
the jth variable appears in the ith equation 
with a non-zero coefficient. Conversely, if the 
ijth cell is empty it means that the jth variable 
does not appear in the ith equation. The rows 
of the matrix indicate which endogenous 
variables appear in each equation, i.e., equa- 
tion (3-29) contains the variables Y,, Ys, Yi, 
Y,, and Y,. The columns of the matrix indi- 
cate which equations contain each endo- 


Causal Ordering of the Endogenous Variables 


in equations (3-1), (3-26), (3-28) a 
(3-31). 

It is evident from Table 3-2 that ¢ 
Ontario model is interdependent, since the 
exist non-zero coefficients of endogeno 
variables above the main diagonal of t 
matrix, that is, the matrix is not triangul 
The non-recursiveness of the model resu 
from the presence of two equations, name 
the import function (3-7) which establist 
a direct and mutual interdependency betwe 
M,, and GPP, and the consumption funeti 
(3-1) which specifies an indirect inter 
pendency between C, and S, via Ya. 


PGR 


Ben eee, beak 


The interdependent character of the On- 
tario model can also be presented in graphi- 
cal form, as in the above diagram which 
shows the causal ordering of the endogenous 
variables. Current endogenous variables are 
denoted by squares of equal size with the 
exception of two variables of major import- 
ance, which are represented by larger squares 
— gross provincial product (GPP) and pro- 
vincial government revenue (PGR). Each 
arrow in this diagram indicates a causal re- 
lationship between two variables. The vari- 
able from which an arrow begins is the direct 


cause of the variable at which the arrow ends. 
For example, 


GPP > P.> S. 


indicates that GPP is the direct cause of P. 
and P, of S.. As shown by the arrow scheme 
in the diagram the model is interdependent 
because two of the relationships are not 
unilateral. There is a two-way causation be- 
tween GPP and M,, since these variables are 
connected by two arrows, and also indirectly 
between C, and Yq where the arrows cross. 

This interdependent model can be con- 


verted to a recursive one by re-specifyin 
consumption function (3-1) and the in 
equation (3-7). If we postulate, for exal 
that C, is related to past levels of cons 
tion and disposable income we can 


Cy =¥ys0 (Ya) aren (C,)-1 + Ui (: 


Similarly, assuming that imports are I 
to past levels of GPP we have 


My = ya1 (GPP). + ur G 
If we replace equations (3-1) and (3- 
(3-48) and (3-49) respectively the } 
becomes fully recursive. 


0 Identification of the Interdependent 
Model 

ore we attempt to estimate the model it 
aecessary to investigate whether unique 
jes can be obtained for the structural 
ameters, that is, whether the stochastic 
ations of the model are identifiable. The 
blem of identification is, therefore, logi- 
y prior to the problem of estimation. 

the nature of the identification problem in 
De cts models can be discussed in the 
t of a simple example. Consider a naive 
Jel in which the supply and demand for 
modity X in a competitive market are 
ted to price 


D=o+tauP+u 


S=6Pot+hiP+v 
Di = St 


te D; and S, denote respectively the 
atity of X demanded and supplied at time 
is the market clearing price and u; and v; 
random disturbances. Suppose that two 
pendent investigators are analysing the 
cet for commodity X using data on quan- 
and price. Investigator A fits the demand 
tion and asserts that he has estimated the 
and curve, whereas investigator B fits the 
ly equation and postulates that he has 
tated the supply curve. Since, however, 
‘investigators fitted a regression equation 
© same statistical form, utilizing the same 
mation, the results must necessarily be 
‘ame. The question arises how can we 
le whether it is the supply or the demand 
>. This is the problem of identification. 12 
the above model neither the demand nor 
upply equation is identified because both 
tions have the same statistical form, that 
‘ey contain exactly the same variables. 
can state, therefore, that a model is 
ified if each of the structural equations 
. unique statistical form. This condition 
isfied if linear combinations of the other 
ions in the model cannot produce an 
‘ion, different from the one in question, 
ining exactly the same variables. It 
vs from this definition that recursive 
Is are, in general, identified because they 
i the property that the matrix of coeffi- 
of the endogenous variables is triangu- 
hich ensures that each of the equations 
_unique statistical form. In interdepen- 
models, on the other hand, where no 
ction is imposed on the form of the 
cient matrix, it is necessary to investi- 
‘the identifiability of each and every 
ion. 


Daniel B. Suits, The Theory and 
cation of Econometric Models. Centre of 
mic Research, Training Seminar Series, 
: Athens 1963, p. 117. 
rank condition can be stated either in 
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There are two criteria for determining the 
identifiability of the structural equations in 
linear models. 


a) The order condition of identifiability 
b) The rank condition of identifiability 


The order condition states that a structural 
equation within a model is identified if the 
number of predetermined variables excluded 
from that equation is at least equal to the 
number of endogenous variables included less 
one. Suppose, for example, that we wish to 
investigate the identifiability of the ith equa- 
tion in a model consisting of G equations in 
G endogenous and K predetermined _vari- 
ables. Let GA and K, denote the number of 
endogenous and predetermined variables res- 
pectively included in the ith equation, and 
GAA and K,, the number of endogenous and 
predetermined variables excluded from the 
ith equation. Applying the order condition 
we have three possibilities. 


If Ky. < GA —1 

the ith equation is said to be under-identified. 
If K,, = GA —1 

the ith equation is exactly identified. 

Finally, if K,. > GA —1 

the ith equation is over-identified. 


Various estimation methods can be ap- 
plied to exactly and over-identified equations. 
On the other hand, under-identified equations 
cannot be estimated statistically. If such 
equations exist in a model they must be prop- 
erly re-specified in a way that makes them 
identifiable. 

The order criterion is merely a counting 
tule and its application is simple and straight- 
forward. The disadvantage of the order con- 
dition is that it is necessary but not sufficient. 
The rank condition is both necessary and 
sufficient but its application is rather compli- 
cated because it involves the computation of 
the rank of a sub-matrix of coefficients prop- 
erly arranged as follows: First, we arrange 
the coefficients of the endogenous variables 
in a matrix form, as we did in Table 3-2, 
which we call the B matrix of coefficients. In 
the same way we arrange the coefficients of 
the predetermined variables. The resulting 
matrix is called the T matrix of coefficients. 
The next step is to define a new matrix A 
which contains both the B and the r matrices. 


— [BT] 


From the matrix A we select the sub-matrix 
AAA,,x having GA rows and K,, columns. 


terms of the structural coefficients, as above, or 
in terms of the reduced-form coefficients of 
the model. See J. Johnston, Econometric 
Methods, McGraw-Hill Book Company, Inc. 
New York 1063, p. 252. 


29 


The rank condition states that the ith struc- 
tural equation is identified if the rank, p, of 
AAA,, is equal to the number of equations 
less one, that is 


PIR AA Ne) = Gees 


In practice the computation of the rank of 
sub-matrices from A is quite involved and 
can be only performed by a computer. And 
since the computer input must consist of 
numbers rather than letters, such as, bi; and 
yij Which denote coefficients, it follows that 
the rank condition can be applied only after 
values have been obtained for the structural 
or the reduced-form parameters!3, The order 
criterion although not sufficient can be used 
prior to estimation for investigating the 
identifiability of the structural equations in a 
model. 

The order condition was applied to the 
Ontario interdependent model. The result 
was that all equations in the model were 
found to be over-identified. 


IV ESTIMATION OF THE ONTARIO 
ECONOMETRIC MODEL 


4.1 Statistical Data Sources 

The statistical series utilized to estimate the 
parameters of the Ontario econometric model 
were taken, for the most part, from the 
Ontario economic accounts compiled by the 
Economic Analysis Branch. A limited num- 
ber of variables representing components of 
personal income and taxation data were avail- 
able in publications of the Dominion Bureau 
of Statistics and the Department of National 
Revenue. 

The Economic Analysis Branch has initi- 
ated the development of two alternative sets 
of income and expenditure estimates for the 
province of Ontario, one based on the “na- 
tional” concept! and the other on the “do- 
mestic” concept. A detailed description and 
comparative analysis of these two sets of 
estimates is scheduled for publication in the 
Ontario Economic Review. For the purpose 
of estimating the parameters of the model the 
time series based on the “domestic” concept 
were used. 

Most of the equations were estimated on 
the basis of 21 annual observations, however, 
in some cases only a shorter time period could 
be used. For example, equation (3-22), 
which explains sales taxes, was fitted to the 
period 1961-68 since the sales tax was first 
imposed in Ontario in 1961. 


Se ee 
1See M. V. Chari and R. H. Frank, “The 
Development of Ontario Economic Accounts”, 
Ontario Economic Review, Vol. 8, No. 6, 
Nov/Dec 1970. 
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All monetary variables are expressed in 
current dollars, since price deflators relating 
to the province as a whole are not available. 


4.2 Methods of Parameter Estimation 

The structural parameters of the model were 
estimated by using two statistical methods; 
Ordinary Least-Squares (OLS) and Two- 
Stage Least-Squares (TSLS). As shown in 
Appendix B, the OLS method when applied 
to a system of mutually interdependent re- 
lationships yields biased and inconsistent 
estimates of the parameters. The TSLS 
method, on the other hand, gives consistent 
estimators, as discussed in Appendix C. Our 
estimation procedure involved the combined 
use of both methods. 

During the experimentation stage, the OLS 
method was used to test alternative hypo- 
theses about economic behaviour. Once the 
final choice of the best equations was made, 
on the basis of statistical and other criteria, 
the TSLS method was employed to re-esti- 
mate the parameters in equations which in- 
cluded current endogenous variables on the 
right-hand side. Although this constitutes a 
standard procedure in applied econometrics, 
some authors? have suggested that in testing 


EQUATIONS ESTIMATED BY OLS 


C, = 0.60864 Yq + 0.36328 (Cp) 1 
(0.08397) (0.09815) 


1948-68 R2—0.9999 DW = 0.4082 VN = 0.4286 


Tn = 0.37928 (Im)-1 + 0.28847 (P.)-1 + 0.17582 AGPP 
(0.03287) 


DW = 1.8998 VN = 1.9948 


(0.10094) (0.06452) 
1948-68 R2= 0.9967 


I, = 0.42143 In + 0.00194 (Ma)-1 + 0.68579 (Ie)-1 
(0.09104) 


(0.09768 ) (0:00151) 


alternative specifications in simultaneous- 
equation systems it is more appropriate to use 
the simultaneous-equation TSLS method and 
not the single-equation OLS method because 
each relationship should not be judged in- 
dividually but in terms of the complete model. 
It must be remembered, however, that the 
asymptotic property of consistency gained 
with TSLS presupposes very large samples 
and provides cold comfort to econometricians 
working typically with twenty or so observa- 
tions. 

The classical TSLS method as developed 
in Appendix C requires in the first stage that 
each of the endogenous variables be regressed 
on the complete set of all predetermined 
variables. In practice, however, this is not 
always feasible because the number of pre- 
determined variables may exceed the number 
of observations, in which case it is necessary 
to select a suitable number of variables to be 
included in the regressions. 

The Ontario model contains about 34 pre- 
determined variables whereas the sample size 
consists of only 21 observations. Thus, about 
half of the variables had to be ignored during 
the first stage of the TSLS procedure. The 


selection of variables was based on the ec 
tribution of alternative subsets of predet 
mined variables on the explanation of | 
dependent variables, as measured by | 
corrected coefficient of multiple determi: 
tion’. The predetermined variables used 
the first stage regressions were the followir 


(Ga) as Gats CPar: (M,).1, (1.) A 
Xe, (Is) -1, Nines [as G:, Sp + (S, Ja P,, A 
and (GPP — Al;) 


4.3 The Estimated Equations 

The estimated parameters of the Onta 
model are presented in this Section. Eq 
tions (4-1) to (4-27) are those estimated 
OLS and have been selected among vari 
specifications which will be discussed in k 
Sections of this study. Equations (4-28) 
(4-34) have been estimated by the TS 
method. For each equation the numbers 
parentheses beneath the coefficients den 
standard errors, R? is the coefficient of n 
tiple determination adjusted for degrees 
freedom, DW represents the Durbin-Wat 
d statistic and VN is the von-Neumann rz 
The period of fit is also given for each 
dividual relationship. 


Y,, = 5008.00 + 0.57687 GPP — 56.2500 Ly (4 


(1848.73) (0.00350) 


(18.9715) 


(4-1) a 
1948-68 R2—0.9993 DW=1.3061 VN= 1.37% 
Y, = 114.901 + 0.04263 (GPP — Alr) (¢ 
(4-2) (22.3920) (0.00459 ) 
1948-68 R2—0.8100 DW=2.0130 VN= 2.1136 
Y; — 0.28207 AX; + 2.91652 Pr (4 


(4-3) (0.13133) 


1948-68 R2= 0.9958 DW=1.9273 VN = 2.0237 


Al, = 0.05399 (P.)-1 + 0.17769 AS; — 0.08214 AC, 
(0.16971) 


(0.05743) (0.05787) 


1948-68 R2—0.7426 DW=2.5645 VN = 2.6930 


Al, = 984.844 — 9.44460 P; + 0.56931 X+ — 0.65386 (Is) -1(4-5) 


(446.755) (5.72596) (0.32168) 


1948-68 R2—0.2564 DW=1.9100 VN = 2.0055 


Ey = — 197.765 + 15.4291 Yus 
(74.1155) (1.69192) 


1948-68 R2 = 0.8042 


M,, = 0.20248 GPP + 0.06717 (C,) 1 
(0.00683 ) (0.01193) 


1948-68 R2—0.9999 DW=1.7437 VN = 1.8309 


DWi= 2.1883" VN 2.2977 


(0.00013) 


2See R. G. Ball, “The Significance of 
Simultaneous Methods of Parameter Estimation 
in Econometric Models’, Applied Statistics, 
Vol. 12, 1963, pp. 14-25. 


3The selection procedure was systematic based 
on the methodology developed in Y. Haitovsky 
“4 Note on the Maximization of R?”, The 
American Statistician, February 1969, pp. 


(0.08833 ) 


1948-68 R2—0.9881 DW=0.4306 VN =0.4521 
Y, = 37.2239 + 0.60846 [S, + (Sp)-1] (4 
(4-4) (16.7488) (0.03218) 
1949-68 R2—0.9494 DW=1.2861 VN =1.3538_ 
P. = 0.11420 GPP + 0.41328 Al, (4 
(0.21038) (0.00267) _ (0.17774) 
1948-68 R2—0.9962 DW=1.4761 VN = 1.5499 
(4-6) Dy = 0.54416 (Dy) 4 4° 0.21138 [Pe (Te Zx)] (/ 
(0.11043) (0.04428) 
1957-68 R2—0.9991 DW= 1.9837 VN =2.1641 
(4-7) C, = 0.00814 Yy ( 


1948-68 R2—0.9948 DW= 1.6262 VN =1.7075 


20-21, and M. Karasek “An Approximate 
Maximization Scheme: A Tool for Experi 
ing with Economy-Wide Econometric Mo 
Working Paper, Econometric Section, Eco 
Analysis Branch, May, 1970 (unpublished 


i 


ame 


= 1.12097 T,* 
(0.01663) 


(962-68 R? = 0.9987 DW =0.7787 VN = 0.9085 


= — 2659.75 + 0.98134 (Y,) 1 
(598.530) (0.03809) 


962-68 R?—0.9910 DW = 1.4707 


| 


- 1.99919 N, + 20.1250 t 
(0.01811) (9.68912) 


962-68 R?—0.9999 DW = 1.8740 


= 0.81086 (L.).. + 89.5671 t 


(0.01245) (6.93043) 

962-68 R?=0.9998 Dw =1.9189 
1.09452 T.* 

(0.01498) 

958-67 R2—0.9983 DW — 1.8728 


i 


596.008 + 0.55953 (P.) 1 
(121.882) (0.05772) 


958-67 R?= 0.9117 DW = 2.0574 


0.99467 T,* 
0.00346 ) 


157-68 R2—0.9999 DW —2.1283 


0.09108 T,* 
0.00511) 


161-68 R2—0.9784 DW —0.8294 


0.96445 H,* 
0.02635) 


159-68 R2— 0.9933 DW — 2.5097 


_— 12.7805 + 0.04962 V, 
(3.78574) (0.00528) 


48-68 R2—0.8135 DW = 1.6801 


lvaluation of Statistical Results 

‘gin the evaluation of statistical findings 
1 general discussion of the estimates 
the framework of the entire model. In 
‘ction we investigate the statistical sig- 
‘ce of the estimated coefficients, the 
ess of fit and the assumption of serial 
mdence of the disturbance terms for 
2quation. In subsequent Sections we 
3 each individual relationship in turn 


esent some additional results obtained - 


(4-15) P, = — 12.5046 + 0.05157 Y, 


(4-25) 


(2.71913) (0.00400) 


1948-68 R2—0.8919 DW= 1.8094 VN— 1.8999 


(ley) be = 122078 OOM SoC: (4-26) 
(5.14340) (0.00054) 
verre 1947-68 R2=0.9559 DW = 1.4439 VN = 1.5126 
“ae Y, = — 11.3857 + 0.15388 G, (4-27) 
(4-17) (3.03027) (0.00597) 
= D2 = _— 
night a 1948-68 R2—0.9708 DW—1.1866 VN = 1.2459 
4-18) EQUATIONS ESTIMATED BY TSLS 
C, = 0.58740 Yq + 0.38843 (C,).1 (4-28) 
VN = 2.2387 (0.10375) (0.12121) 
1948-68 R2—0.9998 DW —0.9946 WN = 1.0444 
(4-19) 
I. = 0.44138 In + 0.00201 (M,).1 + 0.66785 (Ie) 1 (4-29) 
tenes (0.10227) (0.00151) (0.09455) 
1948-68 R2—0.9958 DW=—1.6319 VN =1.7135 
(4-20) 
My, = 0.20360 GPP + 0.06635 (C,).1 (4-30) 
len (0.00864) (0.01505) 
1948-68 R2—0.9999 DW=2.1922 VN = 2.3018 
(4-21) 
Yw = 4768.00 + 0.57903 GPP — 53.9375 L, (4-31) 
eee (2193.07) (0.00416) (22.5046) 
Ot pha 
z 1948-68 R2—0.9991 DW—1.8538 VN = 1.9465 
(4-22) Pp, = 0.11461 GPP + 0.40958 al, (4-32) 
(0.00270) (0.17875) 
VN = 0.9478 1948-68 R2—0.9961 DW—1.5106 VN = 1.5861 
(4-23) C, = 0.00814 Y, (4-33) 
(0.00009) 
VN = 2.7886 1948-68 R2—0.9977 DW =0.9641 VN = 1.0123 
(4-24)  T, = — 13.8064 + 0.01172 C, (4-34) 
(5.57069) (0.00058) 
VN = 1.7641 1948-68 R2—0.9538 DW= 1.5340 VN =1.6107 


during the experimentation stage of testing 
alternative specifications. 

The explanatory power of a regression 
relationship fitted by the method of least- 
squares is measured by the coefficient of 
multiple determination, denoted by R2 and 
defined as the ratio of the “explained” varia- 
tion to the “total” variation of the observa- 
tions on the dependent variable about their 
sample mean. However, R? is biased upward 
because it is directly related to the number of 


explanatory variables in the regression so that 
in general the larger the number of explana- 
tory variables the higher the value of R2. For 
this reason we use the adjusted coefficient of 
multiple determination, denoted by R? and 
defined as 

Reet Rc 

n—k 

where n denotes the sample size and k the 
number of variables appearing in the equa- 
tion. When n is large R2 and R? will be ap- 
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proximately the same, but when n is small 
relative to k, R? will be less than R2. Never- 
theless, R2 is a better measure of the good- 
ness of fit because it takes account of degrees 
of freedom and it is an unbiased estimator of 
the expected explanatory power of a least- 
squares regression. The coefficients R? in 
equations (4-1) to (4-34) are quite high in 
every case with the exception of equations 
(4-4) and (4-5) which explain changes in 
inventories. It was not possible to improve 
upon these two equations for reasons dis- 
cussed in the previous Chapter. 

The statistical significance of each in- 
dividual coefficient can be tested quickly by 
inspection without consulting the tables of the 
t distribution. At the conventional 5 per cent 
probability level, assuming two estimated 
parameters, the critical value of the t statistic 
is 2.093 when the sample consists of 21 ob- 
servations, and 1.960 when the sample is 
infinite. Thus disregarding sample size we 
can see that the critical value of t centers 
around 2, which suggests that a particular 
coefficient will be statistically significant only 
if its value is at least twice as large as its 
standard error. From the 54 coefficients in 
equations (4-1) to (4-27) estimated by OLS, 
five lack significance, one coefficient in equa- 
tion (4-3), two in equation (4-4) and two in 
equation (4-5). The coefficients estimated by 
TSLS in equations (4-28) to (4-34) are 
significant except one in equation (4-29). 
All coefficients have the correct sign in both 
sets of estimates. 

The validity of the significance tests de- 
pends on the condition that the disturbance 
term in each statistical equation satisfies the 
assumption of serial independence, which 
implies that successive disturbances are not 
correlated so that their covariance is vanish- 
ing. The violation of this assumption intro- 
duces the problem of autocorrelation which 
affects unfavourably the efficiency of esti- 
mators and, therefore, invalidates the stand- 
ard tests of significance of the regression co- 
efficients. 

In general, the existence of autocorrelation 
in a relationship indicates a mis-specification 
in the sense that one or more explanatory 
variables which exert an important influence 
on the dependent variable have been ex- 
cluded from the regression and have, there- 
fore, been included in the disturbance term. 
The result is that the disturbances exhibit a 
systematic behaviour which contradicts the 
assumption of serial independence. 


The most commonly used tests for auto- 
correlation are the von-Neumann ratio and 
the Durbin-Watson d statistic, which we de- 
note by VN and DW respectively. Strictly 
speaking the VN test is applicable to large 
samples and it is questionable whether the 
test is reliable for small samples. The DW 
test, on the other hand, is suitable for the 
small sample case, however, it can be shown 
that this test is not appropriate when lagged 
endogenous variables are included in an 
equation. # 

The procedure of the VN test is to obtain 
from tables the two critical values corres- 
ponding to positive and negative autocorre- 
lation for a specified sample size and proba- 
bility level. Then, if the computed VN ratio 
lies between the two critical values we accept 
the hypothesis of no autocorrelation, other- 
wise the hypothesis is rejected. To apply the 
DW test we find from tables the lower and 
upper bound of the statistic for a particular 
sample size and number of independent vari- 
ables. If the computed DW value is greater 
than the upper bound we accept the hypo- 
thesis of no autocorrelation. Conversely, if 
the computed DW is less than the lower 
bound we reject the hypothesis of no auto- 
correlation and accept the hypothesis of posi- 
tive autocorrelation. Finally, if the computed 
DW lies between the lower and upper bounds 
the test is inconclusive. 

For a sample of 21 observations the criti- 
cal region of the VN test is 1.3805 — 2.8195 
at the 5 percent and 1.1131 — 3.0869 at the 
1 per cent significance points. For the same 
sample size the lower and upper bounds of 
the DW test are 1.13 and 1.54 respectively, 
for two independent variables and 1.03 and 
1.67 for three independent variables. Thus, 
we can detect the existence of autocorrelation 
in equations (4-1) and (4-10) in the OLS 
estimates and (4-28) and (4-33) in the 
TSLS estimates. The DW test is inconclusive 
in equations (4-2), (4-5), (4-8) and (4-11) 
and indicates positive autocorrelation in 
(4-27). However, these equations pass the 
VN test. 

If one of the tests for autocorrelation in- 
dicates that in a particular equation we have 
autocorrelated disturbances various methods 
are available to deal with this problem. A 
method most frequently used in practice 
consists of a number of steps or iterations as 
follows: Consider the two variable case 
where, 


Ve x ae (4-a) 


4See M. Nerlove and K. F. Wallis, “Use of the 
Durbin-Watson Statistic in Inappropriate 


Situations”, Econometrica, Vol. 34, No. 1 
(January, 1966) pp. 235-238, and J. Durbin, 


Assuming that the error term follows a fi 
order autoregressive scheme we can wi 


Ut = put-r + Ct (4. 


where p is the autocorrelation coefficient < 
e denotes a random error term having 0 
properties. Lagging (4-a) by one period 
have 

Yi =a + PXe1 + Ue (4 


Multiplying (4-c) by p and subtracting fr 
(4-a) we obtain 


Yt — pYt1 = a(1—p) + 
B(Xt—pXt1) + Ut — puta (4 


The first step of the method is to regress 
on X; in (4-a) to obtain the estimates 4; 
@ and compute the residuals 

uh = Yi-—@— BX 
If the residuals are not random we proc 
to the second step, which consists of regr 
ing fi, on ty. in (4-b) to obtain A, an estin 
of p, and transform the variables by / ui 
(4-d). In the final step we regress (Y, 
p Yea) on (Xt — p Xt1) in (4-d) to de 
a new set of estimates. We compute the 
set of residuals and test for randomnes 
not random we go back to step two and s 
until we obtain random residuals. 

This iterative procedure was employe 
remove the presence of autocorrelatio 
equations (4-6), (4-9), (4-11), (4- 
(4-24) and (4-25). The export equs 
derived initially was as follows: 


E, = — 1143.57 + 10.1177 You 
(239.630) (0.46981) 


1947-68 R? = 0.9566 
DW = 0.2597 VN = 0.2721 


One iteration yielded the equation 


E, — — 197.765 + 15.4291 Yus ( 
(74.1155) (1.69192) 
1948-68 R2 = 0.8042 
DW = 2.1883 VN = 2.2977 
The estimated equation for Y, was at fir 


Y, — 354.336 + 0.04797 (GPP — Alt 
(36.2476) (0.00236) (¢ 


1947-68 R?2= 0.9517 
DW = 0.4350 VN = 0.4558 
Applying one iteration yielded the result 


Y, = 114.901 + 0.04263 (GPP — Al; 
(22.3920)(0.00459 ) | 


1948-68 R2 = 0.8100 
DW = 2.0130 VN = 2.1136 


“Testing for Serial Correlation in Least-S¢ 
Regression when some of the Regressors 4 
Lagged Dependent Variables”, Econometl 
Vol. 38, No. 3 (May, 1970) pp. 410-421. 
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| 


) equation explaining Y; was initially 
nated as 

= 166.104 + 0.60645 [S, + (S,).] 

— (24.4185)(0.01711) (4-37) 


948-68 R2— 0.9843 
W=0.4815 VN = 0.5056 


‘iteration resulted in 


= 37.2239 + 0.60846 [S, + (S,).a] 
(16.7488) (0.03218) (4-11) 


149-68 R2 = 0.9494 
W = 1.2861 VN = 1.3538 


equation for C, before transforming the 
bles was 
- 0.00812 Yy 


(0.00009) 
‘47-68 R2—0.9976 


e— 0.9595 VN = 1.0052 


(4-38) 


| one transformation we derived the 
tion 

0.00814 Y,, 

(0.00013) 

48-68 R?— 0.9948 

W = 1.6268 VN = 1.7075 


(4-14) 


\ 
2quation for motor vehicle licences and 
its without transformation read as 


: — 32.9951 + 0.04807 V, (4-39) 
_ (4.45637) (0.00233) 
48-68 R? — 0.9528 
V=0.6108 VN = 0.6399 
teration produced the result 
: — 12.7805 + 0.04962 V, 
(3.78574) (0.00528) 
48-68 R? = 0.8135 

V= 1.6801 VN = 1.7641 
y, the equation for profits of liquor 


lissions was in the first instance as 
1S: 


42.1221 + 0.05351 Y, 
(4.73522 (0.00245) 
18-68 R2— 0.9596 

= 0.4470 VN = 0.4693 


zle transformation of variables gave the 
ites 


— 12.5046 + 0.05157 Y, 

- (2.71913)(0.00400) 
18-68 R2—0.8919 

7= 1.8094 VN = 1.8999 


dking at these results we can observe 
ae transformation of variables had the 


(4-24) 


(4-40) 


(4-25) 


favourable effect of improving the values of 
DW and VN and thus helped to remove the 
serial correlation of the disturbance term in 
each relationship. However, after each trans- 
formation the resulting R2 was lower and the 
values of the regression coefficients were 
altered considerably in some cases, particu- 
larly in the export equation and the con- 
sumption function, as can be seen from the 
following results: 


The initial version of the consumption equa- 
tion reads as follows: 


C, = 0.60864 Y; + 0.36328 (C,).1 (4-1) 
(0.08397) (0.09815) 
1948-68 R2—0,9999 


DW = 0.4082 VN = 0.4286 
After two iterations we obtained the result 


C, = 0.87960 Yq + 0.02012 (C,).. (4-41) 
(0.00646) (0.00763 ) 


1950-68 R? = 0.9998 
DW = 0.6673 VN = 0.7044 


In view of the low values for DW and VN we 
attempted one more iteration which gave 


C, = 0.87536 Ya + 0.01655 (C,).. (4-42) 
(0.004031) (0.00467) 


1951-68 R2— 0.9997 
DW = 2.1626 VN = 2.2898 


Each transformation of the consumption 
equation had the effect of increasing the co- 
efficient of the income variable from 0.60864 
in (4-1) to 0.87536 in (4-42), and lowering 


i 


the coefficient of the lagged consumption 
variable from 0.36328 to 0.01655 between 
the original equation (4-1) and the trans- 
formed equation (4-42). Due to this change 
in coefficients we are reluctant to accept 
equation (4-42) because it places very little 
importance on the influence of past consump- 
tion contrary to economic theory. We con- 
sider equation (4-1) as more reliable despite 
the presence of autocorrelation remembering 
that the DW test is not suitable in this case. 
For similar reasons we have retained in the 
model equation (4-10) although the disturb- 
ance term fails the tests for autocorrelation. 


This equation has the form 


Yr = 0.28207 AX; + 2.91652 Py 
(0.13133) (0.08833) 


1948-68 R2= 0.9881 
DW = 0.4306 VN = 0.4521 


An attempt to remove autocorrelation pro- 
duced the result 


Yr = 0.02344 AX; + 0.32464 Py 
(0.12629) (0.36359) 


1949-68 R?2 = 0.8096 
DW 21,9957") VIN 251007, 


Although the transformation in (4-43) has 
solved the problem of autocorrelation the 
regression coefficients have changed drama- 
tically in relation to their corresponding 
values in (4-10). Moreover both coefficients 
have lost their significance in (4-43). From 
alternative specifications of the equation for 


(4-10) 


(4-43) 


Table 4-1 — Comparison of Parameter Values Estimated by OLS and TSLS 


Dependent Explanatory Estimated Parameters Absolute Percentage 
Variable Variable OLS TSLS Change Change 
Ce Yer 0.60864 0.58740 —0.02124 —3.49 
CG (Cape, 0.36328 0.38843 +0.02515 +6.92 
is ibs 0.42143 0.44138 +0.01995 +4.73 
Me (M,)-1 0.00194 0.00201 +0.00007 +3.60 
Ike (1.)-1 0.68579 0.66785 —0.01794 —2.61 
My GPP 0.20248 0.20360 +0.00112 +0.55 
My (Cy) 0.06717 0.06635 —0.00082 —1.22 
Ne GPP 0.57687 0.57903 +0.00216 +0.37 
Yy | fe —56.2500 —53.9375 NBD —4.11 
P. GPP 0.11420 0.11461 +.0.00041 sy 
Pe Al, 0.41328 0.40958 —0.00370 —0.90 
C BY 0.00814 0.00814 0.0 0.0 
IBS G 0.01159 0.01172 +0.00013 +1.11 
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Y, we have found that the price variable, Ps, 
has always exercised a strong positive effect 
on Y;. For these reasons equation (4-43) 
was rejected in favour of (4-10) regardless 
of the presence of autocorrelation. 


4.5 Comparison of OLS and TSLS 
Estimates 

The adjusted coefficient of multiple deter- 
mination, R?, has remained practically the 
same as we move from OLS to the TSLS 
estimates. The DW values obtained by the 
TSLS method are higher for some equations 
and lower for others. Generally speaking, we 
observe a slight increase in the standard 
errors of coefficients in the TSLS set, how- 
ever, none of the coefficients has lost its 
statistical significance. The numerical values 
of coefficients have fluctuated between the 
OLS and TSLS estimates as shown in Table 
4-1. 

The percentage change ranges from zero to 
6.9 per cent. No change has occurred in the 
coefficient of the variable Y,, while the 
largest change was observed for the coeffi- 
cient of (C,).. in the consumption equation. 
In more than half of the coefficients the re- 
corded change was less than the mean change 
of 2.49 per cent. The median change is 1.22 
per cent which suggests that in general the 
magnitude of change between the OLS and 
TSLS estimates is small enough to be consid- 
ered insignificant for all practical purposes. 


4.6 The Estimated Consumption Equation 
In the specification of the consumption func- 
tion we imposed the a priori restriction 
B: + y: = 1 on the coefficients on the basis 
of the Ball and Drake theory. Looking at the 
numerical values of the estimated parameters 
we observe that this restriction is, in fact, 
satisfied since in equation (4-1) estimated by 
OLS we have 6; + yi = 0.97192, whereas 
in equation (4-28) estimated by TSLS we 
obtain 6; + y: = 0.99583 which is even 
closer to one. 

From the estimated consumption equations 
(4-1) and (4-28) we can derive numerical 
values for the income elasticity and the mar- 
ginal propensity to consume. The short-run 
marginal propensity to consume measures the 
change in consumption resulting from a unit 
change in income, ceteris paribus, and it is 
given by the coefficient of the income variable 
which represents the partial derivative of cur- 
rent consumption with respect to current in- 
come. To compute the long-run marginal 
propensity to consume we must make allow- 


ance for the second explanatory variable 
(C,).1 in the consumption function, which 
measures habit formation of consumers. This 
propensity is calculated at the stationary point 
C, = (Car ; 

Numerical values for the short and long- 
run marginal propensities to consume based 
on the OLS and TSLS consumption equations 
are shown in Table 4-2. 


Table 4-2 — Short-run and Long-run 
Marginal Propensities to 


Consume 
Short-run Long-run 
OLS 0.6086 0.9559 
TSLS 0.5874 0.9605 


As can be seen in this Table there is a close 
agreement between the OLS and TSLS pro- 
pensities. The long-run propensities are 
higher relative to the short-run which is in 
accordance with a priori expectations based 
on economic theory. These propensities indi- 
cate that for each additional dollar of income 
earned net of taxes, Ontarians spend 60 cents 
on personal consumption while in the long- 
run they tend to spend about 96 cents. 

Using the marginal propensities to con- 
sume we can calculate the short-run and 
long-run partial income elasticities which 
measure the percentage change in consump- 
tion resulting from a change of one per cent 
in disposable income. These elasticities com- 


puted at the point of sample means are ¢ 
in Table 4-3. 


Table 4-3 — Short-run and Long-run Pai 
Income Elasticities 


| 

Short-run Long 

OLS 0.6580 1.03: 
TSLS 0.6350 


1.03} 


As in the case of propensities, we obser 
Table 4-3 a close correspondence bet 
the OLS and TSLS elasticities with the] 
run elasticities much greater in value tha 
short-run. These figures suggest that a 
per cent change in income will resu 
about the same change in consumption ii 
long-run and about two-thirds of one 
cent in the short-run. r 
Further experiments with the consu 

function were carried out utilizing ch 
and past levels of income as lento 
ables. The results of these experime 

presented in Table 4-4. The goodness 
is very high in all equations, as is comm 
the case with estimated consumption | 
tions, however, the DW values are qui 
satisfactory. All coefficients in this Ta 
statistically significant with the excep 
the coefficient attached to the lagged in 
variable in equation (4-44). This vat 
was introduced in (4-44) and (4-48) 
attempt to disentangle the interdept 


a SS ee 


Table 4-4 — Equations for Personal Consumption Expenditure, Cy, 1948-68 


OLS Estimates 


Deen ee eee et 


Explanatory Variables 


Equation (C)).1 GY ayn AYa 


(4-44) 0.92188 0.13672 0.9995 
(0.37270) (0.34380) 
(4-45) 0.89172 0.83487 362.843 0.9999 
(0.00163 ) (0.01596) (10.1463) 
(4-46) 0.05713 0.83447 362.805 0.9999 
(0.01730) (0.01600) (10.1840) 
(4-47) 1.00012 0.86615 12.5625) 0.Soae 
(0.00035 ) (0.00302) (2.00187) 
(4-48) 0.95759 354.117 0.9966 — 


(0.01253) 


Constant a 
Yi Term R2 


(122,143) 


'e of the model. Equation (4-48) will be 
eventually in the recursive model which, 
sntioned in Section 3.19, results from the 
t model after the consumption equation 
) is replaced by either (4-44) or (4-48) 
he import function is re-specified to in- 
(GPP), rather than GPP as an ex- 
tory variable. 
e forecasting ability of the estimated 
mption equations can be roughly evalu- 
y comparing point forecasts with the 
| value of C, in 1969 as shown in Table 
he forecasting performance of equation 
, which overestimates consumption by 
der cent, is superior relative to equation 
) with transformed variables, which 
estimates C, by 1.12 per cent. The 
equation (4-28) performs slightly 
‘than the OLS equation (4-1). The best 
lst is obtained from equation (4-47) 
the forecast error is only 0.35 per cent. 
worst forecast results from equation 
) but this is not surprising in view of 
ict that the coefficient of the income 
ile is not statistically significant. 


ee 


| 4-5 — Point Forecasts of C, for 1969 


_Tesults in Table 4-5 provide only a 
test of the forecasting ability of alterna- 
sumption functions. It must be em- 
ed that a single observation beyond the 
of fit is not sufficient to evaluate the 
tive power of an equation either in- 
ally or within the context of the entire 
| 
he Equation for Investment in 
Tachinery and Equipment 

tatistical criteria of goodness of fit, 
e of autocorrelation in the residuals 
mificance of coefficients are well satis- 
equation (4-2). The predictive ability 
equation within the sample period is 
ted in Table 4-6. The prediction error 
from 0.11 per cent in 1959 to 13.65 


Actual Forecast Forecast 
jon Value Value Error (% ) 
| 18111 1330360 == 1.06 
) 18111 17909 mE ie: 

) 18111 18293 1-00 
) 18111 17847 +1.46 
) 18111 18226" 0,64 
) 18111 18223 —0.62 
) 10d 18175 —0.35 
) 18111 17955 +0.86 
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per cent in 1963. The equation predicts cor- 
rectly the slack in I,, in 1954 and 1958 and 
the upturn in business investment during the 
period 1962-66, but it fails to predict the 
direction of change in 1961, 1967 and 1968. 

At this stage we decided to perform addi- 
tional experiments with explanatory variables 
denoting past levels of GPP and year-to-year 
changes in factory shipments. An attempt 
was also made to introduce Canadian GNP 
into the regressions to capture the influence 
of economic activity at the national level on 
the Ontario economy. Four equations selected 


from a wider range of results are presented in 
Table 4-7. The DW value is very low in all 
equations, except (4-50), indicating the pres- 
ence of serial correlation in the disturbance 
terms. Moreover, the GNP variable is insig- 
nificant in (4-51) and the coefficient of 
lagged GPP in (4-52) has the wrong sign. A 
residual analysis of equation (4-50), similar 
to Table 4-6 indicated that the direction of 
change in I,, predicted by this equation was 
the same as the one predicted by equation 
(4-2), but the magnitude of change was 
greater. 


Table 4-6 — Actual and Predicted Values of the Dependent Variable, I,,, in 


Equation (4-2), 1948-68 


Actual Predicted Prediction 
Year Value Value Residuals Error (% ) 
1948 442 472 —30 —6.79 
1949 457 432 2S 5.47 
1950 494 Sle —18 —3.64 
1951 685 640 45 6.57 
1952 677 666 iG 1.62 
1953 747 749 =?) —0.27 
1954 699 642 Sa 8.15 
1955 704 730 —26 —3.69 
1956 948 886 62 6.54 
1957 1059 995 64 6.04 
1958 842 851 —9 —1:07 
1959 879 878 1 0.11 
1960 922 927 = 5 —0.54 
1961 877 967 —90 == 10:26 
1962 983 997 —14 —1.42 
1963 1055 1199 —144 — 13.65 
1964 1345 1321 24 1.78 
1965 1674 1636 38 ION 
1966 1975 1920 55 28 
1967 1998 1905 92 4.60 
1968 1895 2018 = 123 —6.49 
Table 4-7 — Equations for Investment in Machinery and Equipment, I,,, 1948-68 
OLS Estimates 
Explanatory Variables 
Equation (P.)..  (Im)4 (GPP )e VAS: GNP AGNP  R? DW 
(4-49) 0.57436 0.03551 0.9864 1.2486 
(0.24384) (0.01765) 
(4-50) 0.26853 0.53253 0 it a iB 0.9944 1.4255 
(0.09115) (0.14021) (0.03584) 
(4-51) 0.59538 0.00186 0.9890 0.6368 
(0.24632) (0.01072) 
(4-52) 0.68994 —0.01700 0.05134 0.9925 0.9069 
(0.18958) (0.02268) (0.01721) 
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The forecasting performance of the esti- Table 4-11 — Actual and Predicted Values of the Dependent Variable I. in 


mated equations for I, is shown in Table 4-8. Equations (4-3) and (4-29), 1948-68 
The forecast error ranges from 3.69 per cent 
in equation (4-2) to 23.60 per cent in etal Predicted Value Prediction Error (%) 


(4-52). It is interesting to note in Table 4-8 


that the forecast error is positive in every Xo Walug aS ip Ors q 
case, which indicates that the forecasts under- 
estimate the true value of I,, in 1969. This Dae ee a SP ou q 
may be explained by the fact that business Ve oS oe 628 ade 5 
investment in machinery and equipment in- 1950 739 721 730 2.44 
creased by $380 million in 1969 relative to 1951 842 880 864 —4.51 = 
1968, which was the largest increase since 1952 864 950 947 = ~ 
1948. It is not surprising, therefore, thatnone 1953 1031 995 998 3.49 
of the equations were able to predict this 1954 1090 1091 1064 —0.09 
dramatic upsurge in I,,, the magnitude of 1955 1224 ‘Met 1141 7.60 
which had not occurred in the sample period. 1956 1453 1325 1298 8 81 1 
1957 1620 1532 1503 5.43 
1958 1719 exey/ Wye) 9.42 
Table 4-8 — Point Forecasts of I, for 1969 1959 1464 1638 1628 11.89 5 
Actual Forecast Forecast 1960 1395 1483 1480 — 6.30 - 
Equation Value Value Error (% ) 1961 1342 1415 te, OA 3 
1962 1363 1421 1426 —4.26 _ 
(4-2) DDT 219) +3.69 1963 1469 1465 1529 OE 27, _ 
(4-49) 2275 2101 EnT65 1964 1709 1662 1655 Dds | 
1965 1845 72 1961 —6.88 - 
eee i Wa wise 2s 1966 2258 2197 2183 2.70 
(4-51) 2275-2032 + 10.68 1967 2376 2496 2458 = 5,05 4 


(4-52) PLO fe 1738 +23.60 1968 2681 2541 2594 Dues 


In other specifications, not reported - 
- the current level of income, Ya, was usec 
OLS Estimates the estimated coefficient although signif 
had the wrong sign. 


Table 4-9 — Equations for Investment in Construction, I,, 1948-68 


Explanatory Variables 
Constant 7 4.8 The Equation for Investment in 
Equation In Clee Yat-€Ya) 1+CYa)-2 Term R2 DW Construction 
The numerical values of coefficients 11 
(4-53) QAwBo5 . WW/4o5e 0.9956 1.8445 OLS equation (4-3) are quite close in m 
(0.09937) (0.07953 tude with those in the TSLS equation (4: 
(4-54) 0.47670 0.02696 204.930 0.8997 0.5638 eee 
0.13476 0.01010 ¢ : ‘ : 
( ) ( ) OU Ne the demographic variable, (M,).1, is 
(4-55) 0.47514 0.80992 —0.00508 0.9955 2.0666 _ statistically significant in either equi 
(0.12123) (0.11670) (0.00667) Table 4-9 shows three regression equatic 
: =. which (M,).1 was replaced by a vai 
representing the sum of current and 
Table 4-10 — Matrix of Zero-Order Correlation Coefficients levels of income. 
The income variable is significant in | 
I. In (Ie) -1 (Ma)-1 Ya+(Ya)i+(Ya)-2 tions with two explanatory variables 
(4-54), but loses its significance in 
1.000 : : ‘ : ‘ 
0 0.9368 0.9708 0.8714 0.9425 variable regressions as in (4-55). This 
1.0000 0.8796 0.8548 0.9184 culty arises because the independent var. 


1.0000 0.8335 0.9437 are highly collinear as indicated by the’ 
order correlation matrix in Table 4-10. 

UY 0.7901 The predictive power of the OLS! 

1.0000 TSLS equations of the model withii 


ple period can be judged from the results 
fable 4-11. Both equations predict cor- 
ly the direction of change in I. during 
upswing in building activity in the periods 
8-58 and 1962-68. The turning point in 
building cycle, which occurred in 1959, 
redicted by the equations with a time lag 
ne year. The prediction error of the OLS 
ation ranges from 0.27 per cent in 1963 
1.89 per cent in 1959. The smallest error 
1e TSLS equation occurs in 1949 and the 
2st in 1959. Relatively large errors result 
1 both equations in the years 1952, 1956, 
8 and 1959. 

orecasts for the year 1969 are shown in 
le 4-12. Equation (4-3) estimated by 
| performs slightly better relative to the 
S equation (4-29). The smallest forecast 
t occurs in equation (4-55) but the nega- 
coefficient of the income variable leads 
ie rejection of the result on economic 
nds. Equation (4-53) does quite well 
depending on its performance in subse- 
it years it may prove to be a good fore- 
ng relationship. 


e 4-12 — Point Forecasts of I. for 1969 


Actual Forecast Forecast 


ition Value Value Error (%) 

} B07 = 2933» 1.31 

mm 2972 2912 +201 

3) 2972 +«2962~S «4.0.34 

4) =«2972Ss«2582-4.13.12 
2970 40.07 


5) 29:72 


SS in Non-farm Business 
Inventories 

ges in business inventories can hardly 
xplained with annual models. Among 
us regression relationships equation 
) was selected, which explains 74 per 
of the variation in Al,. Although the 
Jals are not serially correlated only one 
f these estimated parameters is signifi- 
This equation forecasts $245 million 
ze in business inventories between 1968 
1969 which underestimates the actual 
3¢ of $297 million by 17.51 per cent. 


Changes in Farm Inventories 

tion (4-5) for Al; is the weakest in the 
> model. Two of the estimated para- 
'$ are Statistically significant, namely, the 


constant term and the coefficient of (I;).;. 
The coefficients of the variables P; and Xe 
are almost significant at the conventional 5 
per cent probability level. Although the equa- 
tion is free from autocorrelation the value of 
R? is exceedingly low explaining no more 
than 25 per cent of the variation in the de- 
pendent variable. 

A considerable amount of experimentation 
was carried out, in an attempt to increase the 
explanatory power of the equation which, 
however, failed to produce satisfactory re- 
sults. The movements of AI; over the sample 
period have been very erratic beyond the 
point where they can be accurately predicted. 


4.11 The Estimated Export Equation 
Equations (4-35) and (4-6) explain Ontario 
exports to the rest of the world, E,. In equa- 
tion (4-6) the iteration method of variable 
transformation was employed to remove 
autocorrelation. For reasons discussed in 
Section 3.7 the export equation has been 
misspecified by excluding relative prices (ex- 
port price index/domestic price index). 
Using the foreign exchange rate between U.S. 
and Canadian currency as a proxy for rela- 
tive prices we estimated the equation 


Ey = — 5081.44 + 41.0142 F, 
(1792.85) (18.8626) 

+ 9.55038 Yu. 
(0.55278) 


1948-68 R2— 0.9624 
DW = 0.4878 VN = 0.5122 


(4-56) 


where F, denotes the ratio of Canadian to 
U.S. dollars expressed as a percentage. 

All coefficients in (4-56) are significant 
and R? is high but the DW value is very low 
indicating positive autocorrelation in the re- 
siduals. 

Forecasts derived from the export equa- 
tions are shown in Table 4-13. Equation 
(4-6) with transformed variables provides a 
poor forecast relative to (4-35), whereas 
equation (4-56) predicts slightly better. 


Table 4-13 — Point Forecasts of E,, for 1969 


Actual Forecast Forecast 
Equation Value Value Error (% ) 
(4-6) 9318 14186 —52.24 
(4-35) 9318 8289 +11.04 
(4-56) 9318 8334 +10.56 


£9 


4.12 The Estimated Import Equation 

The demand for Ontario imports from abroad 
is explained by equation (4-7) estimated by 
the OLS method and equation (4-30) esti- 
mated by TSLS. Both equations contain 
highly significant coefficients and possess ex- 
ceptionally high explanatory power. The VN 
values provide assurance that autocorrelation 
does not exist. 

The short-run marginal propensity to im- 
port resulting from equations (4-7) and 
(4-30) is approximately 0.203. The short- 
run and long-run partial income elasticities, 
computed at the point of sample means are 
given in Table 4-14. In the short-run the 
income elasticity is about 0.84 and rises in 
the long-run to about 0.90. 


Table 4-14 — Short-run and Long-run Partial 
Income Elasticities 


Short-run Long-run 
OLS 0.8389 0.8993 
TSLS 0.8435 0.9035 


In addition to (4-7) and (4-30) three 
alternative import equations were estimated 
by OLS as follows: 


M,, = 0.26136 (GPP), (4-57) 
(0.00141) 
1948-68 R2—0,9994 
DW = 1.7852. VN = 1.8744 
M,, = 26.6250 + 0.18288 GPP (4-58) 
(16.8144) (0.01213) 
+ 0.25366 (M,).1 
(0.05562) 
1948-68 R2— 0.9996 
DW = 2.1396 VN = 2.2465 
M,, = 494.000 + 0.24025 GPP (4-59) 


(196.125) (0.00162) 
— 4.67969 F, 
(2.03443) 


1948-68 R2— 0.9994 
DW = 1.3505 VN = 1.4180 


The regression coefficients are highly sig- 
nificant with the exception of the constant 
term in equation (4-58). R? is exceptionally 
high and the measures of first-order auto- 
correlation suggest randomness in the re- 
siduals. 

The forecasting performance of the impert 
equations beyond the sample period is ex- 
cellent as can be seen from the results re- 
ported in Table 4-15. The magnitude of the 


i a 
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forecast error is quite small ranging from 
0.01 to 1.86 per cent. 


Table 4-15 — Point Forecasts of M,, for 1969 


Actual Forecast Forecast 
Equation Value Value Error (%) 
(4-7) 7594 7653 —0.78 
(4-30) 7594 7673 — 1.04 
(4-57) 7594 7453 +1.86 
(4-58) 7594 7558 +0.47 
(4-59) 7594 FORE) —0.01 


4.13 The Estimated Equation for 
Wages and Salaries 

Equations (4-8) and (4-31) explaining Y, 
are quite satisfactory from the statistical point 
of view. The TSLS equation might be pre- 
ferred over the OLS equation because of the 
higher DW and VN values. The negative 
coefficient of the variable L, in both equa- 
tions is justified on theoretical grounds since 
it measures the cyclical effects on Yy. As the 
percentage of labour employed goes up in the 
upswing unskilled workers whose average 
earnings are less than those already employed 
enter the labour force®. The converse is the 
case in the downswing of the cycle. 

Forecasts for 1969 obtained from these 
equations are shown in Table 4-16. The 
TSLS equation gives a better forecast com- 
pared with the OLS equation. However, the 
difference between the two forecasts is not 
very great in magnitude. 


Table 4-16 — Point Forecasts of Y,, for 1969 


Actual Forecast Forecast 
Equation Value Value Error (% 
(4-8) 18216 17849 +2.01 
(4-31) 18216 17901 +1.73 


Wages and salaries of Ontario employees 
may be affected by development at the na- 
tional level. To test this hypothesis we fitted 
a number of regressions using national vari- 
ables on the right-hand side. Table 4-17 
presents four equations selected from these 
experiments. 


Table 4-17 — Equations for Wages and Salaries, Yy, 1948-68 


OLS Estimates 


Explanatory Variables 
Constant i 
Equation GPP iba GNP INIY= | Term R2 i 
(4-60) 0.54858 0.60938 —1344.00 0.9991 | 
(0.03333) (0.65800) (963.463) 
(4-61) 0.48755 0.03613 —460.687 0.9992 ( 
(0.08813) (0.03488 ) (59.1164) 
(4-62) 0.03125 0.47095 653.000 0.9995 ( 
(0.10895 ) (0.09433 ) (62.0256) 
(4-63) 0.03125 0.47388 —6.91406 0.9999 ( 
(0.06622) (0.05740) (0.41191) 


The coefficient of L. in (4-60) lacks signifi- 
cance. The same is true for the coefficient of 
GNP in (4-61). The variable NY,, in equa- 
tions (4-62) and (4-63), denoting wages and 
salaries at the national level, is statistically 
significant but its inclusion in the regression 
forces the GPP variable to lose its signifi- 
cance. In general, we have observed in a 
number of experiments strong multicol- 
linearity between provincial and national 
variables which makes it impossible to meas- 
ure their separate effect on the dependent 
variable. 


4.14 The Equation for Unincorporated 
Business Income 

It was mentioned in Section (4-4) that equa- 
tion (4-9) was obtained from (4-36) after a 
transformation of variables to remove serial 
correlation in the residuals. The 1969 fore- 
casts for Y;, generated by these equations are 
given in Table 4-18. 


Table 4-18 — Point Forecasts of Y; for 1969 


Actual Forecast Forecast 
Equation Value Value Error (% ) 
(4-9) FSI 1451 +17.13 
(4-36) IFS 1858 = 6,111 


Evidently, equation (4-36) produces a 
better forecast regardless of autocorrelation. 
An attempt to improve upon (4-36) by in- 
troducing a time trend gave the following 
result: 


5See L. H. Officer. An Econometric Model of 
Canada under the Fluctuating Exchange Rate, 
Harvard University Press, Cambridge, 
Massachusetts, 1968, p. 95. 


Y;, = 430.035 + 0.02349 (GPP-Al,) 
(36.3806) (0.00775) ( 
4 25.500t 
(8.10380) 


1948-68 R? = 0.9658 
DW = 0.6755. VNe=O 022 


Although the autocorrelation probl 
mains unsolved equation (4-64) yi 
forecast value of 1691 which is only 
per cent off the mark. 


4.15 Income of Farm Operators from 
Farm Production 

In equation (4-10) both coefficients a 
nificant and the goodness of fit is quite 
factory but the DW value is exceeding 
indicating the presence of positive o 
tion of the disturbances. Various hyp¢ 
were tested, about the causal factors af 
Y;, but the results were unsatisfactory.. 
tion (4-10) provides a 1969 forecast 
for Y; of the order of $394 million | 
posed to the actual level of $450 millio 
forecast error is 12.44 per cent. 


4.16 Interest, Dividends and Miscella 

Investment Income | 
The endogenous variable Y; is explai 
equations (4-11) and (4-37). The 
cients of the savings variable are of th 
order of magnitude in both equations. 
ever, the constant term is much lo 
equation (4-11) with transformed va 
The significance of this change in ther 
cal value of the constant can be evi 
in the light of the 1969 forecasts alt 


le 4-19 — Point Forecasts of Y; for 1969 


Actual Forecast Forecast 


ration Value Value  Error(%) 
37) mop 2221 2.49 
11) 2167 2098 +3.18 


). The forecast of equation (4-37) with 
: constant overstates the true value 
f by by 2.49 per cent, whereas equation 
1) with the smaller constant term under- 
s the actual value by 3.18 per cent. 
) The Estimated Equation for 

Corporate Profits 
corporate profits equation was estimated 
OLS and TSLS. The OLS equation 
2) originally included a constant term, 
h was subsequently dropped because its 
jard error was large relative to its value. 
sequently, the TSLS equation (4-32) was 
| with a suppressed constant. The regres- 
coefficients are highly significant in both 
tions and the values of R? are excep- 
lly high explaining more than 99 per 
of the variation in P.. The DW values 
nto the inconclusive range whereas the 
values indicate the absence of auto- 
dation. 
her specifications utilizing national vari- 

failed to produce satisfactory results. 
nost acceptable equation included profits 
inadian corporations NP, as follows: 


0.03984 GPP + 0.28032 NP, (4-65) 
(0.01556) (0.05495) 


47-68 R?2 = 0.9978 
We 1.0668 VN = 1.1176 


DW value indicates the existence of 
ive autocorrelation but the VN test is 
ied at the one per cent level of signifi- 


ble 4-20 contains forecasts of P. beyond 
ybservation period derived from equa- 
(4-12), (4-32) and (4-65). 


4-20 — Point Forecasts of P. for 1969 


Actual Forecast Forecast 
tion Value Value Error (% ) 
ae 
7 3298 3743 —13.49 
3298 «= 3755S — 13.86 

») 3298 3464 =5,03 


a a 


orecast of (4-65) is superior relative to 
recasts of (4-12) and (4-32). 


4.18 The Equation for Corporate Dividends 
Equation (4-13) explaining dividend pay- 
ments of Ontario corporations stands up to 
all statistical tests. The predictive power of 
this equation within and beyond the period of 
fit is remarkable. The 1969 forecast value for 
D, is $829 million which comes quite close to 
the actual value of $831 million. 


4.19 Contributions to Social Insurance 

and Pension Funds 
Equations (4-33) and (4-14) explaining C, 
contain identical parameter values and yield 
identical forecasts for 1969. The forecast 
value for C, is $148 million relative to the 
true value of $139 million. 


4.20 The Personal Income Tax Equations 
The personal income tax sub-model consists 
of the identities (3-34) to (3-41) reported 
in the previous Chapter and the estimated 
Statistical relationships (4-15) to (4-18). 
The stochastic equations have been estimated 
by OLS on the basis of seven observations for 
the period 1962-68. Due to the small size of 
sample the measures of first-order autocor- 
relation are not applicable. 

The total number of taxable returns of 
individuals, N;, is explained by equation 
(4-18),® whereas the number of taxable re- 
turns in the ith income class, (N,);, can be 
obtained from identities (3-40) and (3-41), 
given the proportion (P,); of taxable returns 
in each income class. These proportions have 
exhibited a systematic trend over the sample 
period as can be seen in Table 4-21. The 
proportions (P,)3 and (P,)4 of the two upper 
income classes are monotonically increasing 


Table 4-21 — Proportion of Taxable Returns 
in the ith Income Class, 


1962-68 
Year (P,)1 (P;)2 (P,)3 (Beye 
1962 0295) 40.391) 0:271 1 0:043 
1963 0.296 0.374 0.284 0.046 
1964 O278) 60.353. 50:319.5) 30:050 
1965 O65; 03272 VE OS 5h -0:057 
1966 0:2507920!306" ©0376 *0:068 
1967 0.232 0.287 0.399 0.082 
1968 O 21659 90259" 0.424 a Or OT 


whereas the proportion (P,)> of the second 
income class is a monotonically decreasing 
function of time. Hence, these proportions 


®6In equation (4-18) N,,. is regressed on past levels 
of employment. Regressing Non current / Bp 
results in the OLS equation 
IN == OPM IL, Coy: 
(0.01149) (6.60161) 
R2—N)990009 VN —_29055 
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can be forecast beyond 1968 on the basis of 
a time trend using the following equations: 


(P,)2 = 0.41629 — 0.02204 t (4-66) 
(0.00241). (0.00054) 
1962-68 R2— 0.9964 
DW = 2.1559 VN = 2.5152 
(P,)3 = 0.23971 + 0.02664 t (4-67) 
(0.00447) (0.00099) 
1962-68 R2— 0.9916 
DW = 2.1689 VN = 2.5304 
(P,)4 = 0.02614 + 0.00943 t (4-68) 


(0.00573) (0.00128) 


1962-68 R?— 0.8986 
DW = 0.8344 VN = 0.9735 


Since (N,); is obtained as a residual from 
identity (3-40) the proportion (P,), is not 
required for forecasting purposes. 

Total personal income assessed, Gp. OL 
Ontario taxpayers is explained by equation: 
(4-16).7 Personal income assessed in the first 
income class, (Y,)1, is derived residually 
from identity (3-36). Personal income as- 
sessed in the second, third and fourth income 
classes is obtained from (3-37) given the 
proportions (Py)2, (Py)s, and (P,)4. The 
values of these proportions for the period 
1962-68 are shown in Table 4-22. As in the 
case of (P,); we observe in Table 4-22 that 
the proportions (Py); have moved systemati- 
cally over time and, therefore, can be easily 
predicted beyond the sample period from the 
equations (4-69), (4-70) and (4-71). 


Table 4-22 — Proportion of Assessed Income 
in the ith Income Class, 


1962-68 
Year (Py); (P;)2 (Py )s (Py )4 
1962 0.13.35 50.333:950:376> OHSS 
1963 O2132) .0:317, 403905 0161 
1964 Os l85 50287 «0.422 0873 
1965 OTO8* 0:255° °0.450° 0187 
1966 0.096 0.228 0.468 0.208 
1967 0.084 0.202 0.478 0.236 
1968 OO737 0.171 0.487 0.269 
(P,)2 = 0.36686 — 0.02768 t (4-69) 


(0.00350) (0.00078) 


1962-68 R2— 0.9952 
DW = 2.0329 VN =2.3718 


TAssessed income specified as a function of 
current personal income leads to the following 
OLS estimate 


Ge, = SS SRY ZS TEISGIS ie 
(321.027) (0.02189) 
D2. Nog0o2e War. 22194 
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(P,)3 — 0.35943 + 0.01982 t (4-70) 
(0.00797) (0.00178) 
1962-68 R?— 0.9534 
DW = 1.0482 VN = 1.2223 
(P,), — 0.12486 + 0.01850 t (4-71) 


(0.01008) (0.00225 ) 


1962-68 R?=0.9170 
DW = 0.8562 VN = 0.9989 


Total tax exemptions and deductions 
claimed by Ontario taxpayers are deter- 
mined stochastically from the estimated equa- 
tion (4-17). This can be broken down by 
income class using identities (3-38) and 
(3-39). The proportions of tax exemptions 
and deductions in the four income classes for 
the period 1962-68 are given in Table 4-23. 


Table 4-23 — Proportion of Tax Exemptions 
and Deductions in the ith 
Income Class, 1962-68 


Year (Py) i (Px)e (Px)3 (Be) 
1962 0.189 0.389 0.343 0.074 
1963 0.190 0.368 0.364 0.078 
1964 0.175 0.336 0.402 0.087 
1965 0.165 0.300 0.435 0.100 
1966 0.156 0.269 0.457 0.118 
1967 0.143 0.241 0.472 0.144 
1968 0.134 Qzi 0.483 ORZ 


These proportions can be forecast on the 
basis of the following equations: 


(P,)> = 0.42414 — 0.03054 t (4-72) 
(0.00312) (0.00070) 
1962-68 R2— 0.9969 
DW = 1.9107 VN =2.2292 
(P,)3 = 0.32643 + 0.02414 t (4-73) 
(0.00868) (0.00194) 
1962-68 R?— 0.9624 
DW = 1.1332 VN = 1.3221 
(P,), — 0.04514 + 0.01632 t (4-74) 


(0.00889) (0.00199) 


1962-68 R2—0.9172 
DW = 0.8128 VN = 0.9483 


The weighted average basic tax rate (W,); 
for the ith income class is defined in identity 
(3-35). These rates computed from taxation 
statistics for the period 1962-68 are given in 
Table 4-24. 


Table 4-24 — Weighted Average Basic Tax 
Rates of the ith Income Class, 
1962-68 


Year (W,)1 (W,)e (W,)3 (W,)4 


O11 9 0.12565: 
0.11200 0.12711 
1964 0.11238 0.12809 
1965 0.11229 0.12906 0.15588 
1966 0.11241 0.12992 0.15961 
1967 0.11231 0.13067 0.15945 
1968 0.11284 0.13138 0.16271 


0.15234 
0:15322 
O.1533i1 


0.27780 
O27559 
0.27743 
0.27585 
0.27267 
0.27035 
0.26909 


1962 
1963 


Using the average tax rates of Table 4-24 
and identities (3-33) and (3-34) we derive 
personal income tax accruals, T,* which 
serves as an explanatory variable in equation 
(4-15) for personal income taxes. The esti- 
mated coefficient of T,* is greater than unity 
in accordance with a priori expectations. 


4.21 The Estimated Equations for 
Corporate Taxes 
Equations (4-19) and (4-20) explain cor- 
porate direct taxes and corporate taxable 
income respectively. These equations were 
estimated by OLS for the period 1958-67 
since the 1968 observation on Y, was not 
available at the time of estimation.§ 


4.22 The Equation for Gasoline Taxes 

The gasoline tax is explained by equation 
(4-21). The degree of explanation is excep- 
tionally good and the estimated parameter is 
highly significant. 


4.23 The Equation for Retail Sales Taxes 

Equation (4-22) for retail sales taxes was 
estimated for the period 1961-68 since the 
tax was initially introduced in Ontario in 
1961. The estimated coefficient of T,* is less 
than one as anticipated on a priori reasoning. 


4.24 The Equation for Hospital Insurance 
Premiums 

This revenue component is determined by 

equation (4-23) which was estimated for the 

period 1959-68. The resulting coefficient is 

significant and less than unity, whereas the 

value of R? is quite good. 


4.25 Motor Vehicle Licences and Permits 

The estimated equation (4-24) for Vm was 
derived from (4-39) after a transformation of 
variables to eliminate first-order autocorrela- 


8In equation (4-20) Y can alternatively be 
specified in terms of current profits yielding the 
equation 
VG ILC OraXavn7ai lig, 
(63.9508) (0.02841) 
R? — 0.9775 VN =2.7091 


tion in the residuals. Although the coef 
of V, has approximately the same vah 
constant term has been significantly re 
in (4-24) relative to (4-39). For forec 
purposes equation (4-39) might be pre 
in view of its higher R?. 


4.26 Profits of Liquor Commissions 

The variable P, is explained in eq 
(4-25) in terms of per capita person 
come. An alternative specification was 
with the number of adult population, | 
an explanatory variable, with the result 


P, = — 151.817 + 0.05849N, 
(17.0744) (0.00477) 


1947-68 R? = 0.8767 
DW = 0.1844 VN = 0.1932 


The coefficients are highly significant b 
DW value is very poor. An attempt to 
duce both N, and Y, into the regressio 
duced unacceptable results with a ne 
estimated parameter for N,. 


4.27 The Estimated Equation for Othe 
Indirect Taxes 
The variable for other indirect taxes ha: 
specified as a function of C, which is 
genous to the model. For this reasoi 
equation for T, was estimated by OLS ( 
as well as by TSLS (4-34). The nun 
estimates are quite similar in these equ: 


4.28 The Equation for Government 
Investment Income 

Finally, government investment incomé 
determined by equation (4-27) with p 
cial government expenditure as an ex 
tory variable. The equation fails the D’ 
but stands up to the VN test at the o1 
cent level of significance. 


CONCLUDING REMARKS 


In this study we have presented a 47 
tion econometric model for the Ontaric 
omy which can be used for policy a 
and forecasting purposes. 

The model permits the evaluation ¢ 
cies relating to a proposed change in 
the tax rates and other instrument va 
by tracing the chain reactions resultin 
such a change on the entire model. E 
ally, the policy evaluation feature — 
model will be greatly enhanced wi 
simulation of its structure in the co: 
and the computation of its impact mult 


ee 


ith respect to forecasting it must be 
hasized that the model has a considerable 
ee of flexibility and can be collapsed to a 
ler size depending on the requirements 
particular analyst. For example, if the 
jst is only interested in forecasting GPP 
ts major components he can select from 
ariety of results seven statistical relation- 
explaining the components and the GPP 
ity. If his interest lies in the determina- 
of personal income he will select the 
mal income identity and four statistical 
tions for the components. If he wishes 
recast any of the government revenue 


components, such as personal income taxes, 
corporate taxes, etc., he can use the sub- 
model pertaining to that component, and so 
on. A collapsed version of the model aimed 
at forecasting, currently under development 
in the Economic Analysis Branch will appear 
in a forthcoming issue of the Ontario Eco- 
nomic Review. 

While discussing our results of regression 
analysis we pointed out the merits and de- 
merits of each individual relationship on the 
basis of statistical and economic criteria. 
These relationships must be looked upon as 
integral parts of the model, therefore, their 
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validity depends on the performance of the 
model as a whole. In the final analysis the 
overall evaluation of the model can only be 
based upon its ability to provide reliable 
answers to complex questions relating to 
forecasting and economic policy. 

In conclusion, the design of an econometric 
model is a continuing process involving con- 
stant updating, modification and improve- 
ment of its structure as more statistical and 
other information becomes available, Thus 
the present model should not be considered 
as a final product but as a first approximation 
of the Ontario economic system. 


Appendix A 


SPECIFICATION ERRORS IN 
ECONOMETRICS 


When we discussed the foreign trade equa- 
tions of the Ontario model we indicated that 
because of lack of data on price indexes the 
price variable was omitted. This introduces 
a specification error since we know the cor- 
rect hypothesis but because of lack of appro- 
priate information we proceed to estimate on 
the basis of an incorrect hypothesis. 

It is interesting to know whether there is 
a relationship between the coefficients of the 
correct and incorrect specification in order 
to obtain a measure of the bias introduced by 
using the latter. Such a relationship has been 
established by H. Theil’. 

Let us assume that the following hypo- 
thesis is correct 

Y=—Xe@+u (A-1) 
where Y is ann X 1 vector of observations 
on the dependent variable 


X is ann & k matrix of observations 
on the explanatory variables 


Bis ak X 1 vector of the unknown 
parameters 


u is ann X 1 vector of unobserved 
disturbances. 


Suppose further that the following assump- 
tions of the model hold: 


EGY) = 0 
E(u) == All 
X is a set of non-stochastic elements 
X has rank k < n. 
Given this hypothesis the best linear un- 
biased estimator of @ is given by 


Ba MR EY: (A-2) 


Suppose now that because we are ignorant 
of the correct hypothesis, or because we at- 
tempt to overcome multicollinearity prob- 
lems, we do not use X as the matrix of ex- 
planatory variables but a different matrix Xx 
of order n X r, where r < k, so thatk — r 
explanatory variables are omitted from the 
regression. 

This incorrect specification amounts to 
replacing (A-1) by 

Ve Ne BU (A-3) 
Subtracting (A-3) from (A-1) we obtain 
Xp — X, Bx + u—u,=—0 
Thus uy = XB — Xx Bx + u 
and E(u,) = XB — X,8; 40 


Since E(u) = O and X, is assumed to be 
fixed. 


In general the expected value of ux will be 
different from zero, regardless of the 8, ’s. 
Let us assume that we apply least-squares 


to (A-3) and obtain the result 
Bee Cee) (A-4) 


This result is not of great value to us 
unless we can establish a relation between 
Bx and 8, i.e. if we know @, we can make an 
inference about f. 

Substituting (A-1) into (A-4) we have 


Be Ce XX XB) 
= (X’, Xx)* X’, XB 
+ (X% Xx)7 Xu 
eng Gs Ne OR. PSO 8 
= Ds 
where» D ==((XxX5) 2X 


(A-5) 
(A-6) 
From (A-5) we can state that @, is an un- 


biased estimator of D@ and, therefore, know- 
ing D we can use f, as an estimator of B. 


Equation (A-6) implies that D is ob: 
from the regressions 


X = X, D + vector of residuals { 
where X = [X, Xo Rei oe Xx] 
and 9X2 XG XS eee ><) 


with r < k and hence X,43, X,42 . 
are the variables omitted from the regre 

The matrix D is of order r < k. Th 
r columns of D form an identity mat 
order r & r, since the first r columns 
form X,, and therefore 


1D Axe = Cee Xe as xe xe — II 
Hence, 
D= Oe) ee 


1 0... 0d), eee 
0 1). 220) 


0..0...1 4, 2a eee 


where the d,; are elements of the D n 
E(é,) = Dg 
1 OQ... 0 di, pea 
0 1 =... Ode, 9 ee 


00...14, ee 


= Bi + (dip Bre 


+...+ dix Bx) 
and E(Bx) =, Bi = di, r+1 Br+1 
Lee des (/ 


Equation (A-9) defines the relatic 
tween the estimator #, of the incorrec 
cification and the parameter £ of the ¢ 
one, whereas equation (A-10) defin 
specification bias of the estimator x. 


1H. Theil, “Specification Errors and the 


Estimation of Economic Relationships’, Review 


of the International Statistical Institute, XXV 
(1957), pp. 41-51. 


| 
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pendix B 


ST-SQUARES BIAS AND 
ONSISTENCY IN 
ULTANEOUS-EQUATION 
IMATION 


first point to notice in simultaneous- 
tion estimation is that it is very likely to 
n biased and inconsistent estimates of 
yarameters of a simultaneous model if 
mploy the single-equation least-squares 
od of estimation, i.e., if we apply OLS 
> structural equations one by one. 

is is the well-known Haavelmo’s propo- 
1, which states that if we have a re- 
ship of the form 


Be (You, Yor, Xi Xot--.- Ut) (B-1) 


2 the Y’s are endogenous and the X’s 
xogenous variables, and if we have other 
onships in the model then simultaneous 
nent implies that the disturbance term, 
3 dependent upon the endogenous vari- 
on the right-hand side of equation 
). To demonstrate this problem consider 


mplest possible simultaneous model 
CHat+BXitu (B-2) 
| 

\@ = Gy — Zt (B-3) 


Momed that Z, is the only exogenous 
ale in this model and that the random 


bance term has the following proper- 


E (u,) = 0 for allt 


(B-4) 
| Of 
E (ute+s) = {2 pectaat >) 


tuting (B-2) into (B-3) and rearrang- 
lds 


¥e—B(¥) =z gu (B-6) 


] 


‘We consider the covariance of u; and 


lich is by definition 


pm.Y.) = E {u, [Y.— E(¥,)]} 


| = (B-7) 
; 

w of (B-7) we conclude that u, and Y; 
itindependent, because their covariance 
lot vanish. 

<t, we prove that due to the dependence 
en u; and Y; if we apply OLS to 


lavelmo, “The Statistical Implications of 
2m of Simultaneous Equations”, 
metrica, IJ (January 1943). 


equation (B-2) we will obtain biased and 
inconsistent estimates @ and # of the true 
parameters a and @ respectively. Let us sum 
(B-2) over all values and divide by the 
sample size to obtain 


C=atByY (B-8) 
Subtracting (B-8) from (B-2) gives 
== Byt +. Ut (B-9) 


where c, — C, — C and ¥i= ¥:— Y 


Applying OLS to equation (B-9) we obtain 
an estimate 8 of the parameter 
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We have shown, however, that there is a 
stochastic connection between u; and Yt in 
(B-9), i.e., 

Ut = yt + &t (B-11) 


where E (e:) = 0 for all t. 
Substituting (B-11) into (B-9) yields 


c= (B+ y) Ye + & (B-12) 


If we multiply (B-12) through by y; and sum 
over all values we obtain 


D yer= (B+) Dye++ Dd yer (B-13) 
Substituting (B-13) into (B-10) we can 


write. 
i > yrCt Z SS Vter 
pa, (B-10) B=B+y+ (B-14) 
De Dye 
Ce 
“0 
rag 
a 
Ly 
RG 
o% 
en PY 
Lb FG Q: 
True p 
B obtained by OLS 
3 ye ; 
Z; 


Diagram B-1 


Appendix B 


Taking expected values in (B-14) we obtain 
E(#)=8+y (B-15) 


From (B-15) we conclude that is a biased 
estimator of the parameter ~. 


Taking probability limits in (B-14) we have 
Plim (8) =B+y7  (B-16) 


since in the limit MS yer/ >, y*+ — 0 because 
yt and e; are independent. 


From (B-16) we conclude that @ is an 
inconsistent estimator of the parameter £, 
that is, the bias does not disappear even if 
we take infinitely large samples. 

An alternative way of demonstrating the 
bias and inconsistency of OLS estimates in 
simultaneous-equation models is by using 
graphical methods as in Diagram B-1. We 
assume that the disturbance term in the 


stochastic equation (B-2) is homoscedastic, 
that is, it has a constant variance between 
+ u* and — u*. We also assume two arbi- 
trary values Z) and Z, for the exogenous 
variable Z, in identity (B-3). The equation 
lines in the Diagram are, thus, intersected by 
the identity lines. There are four possible 
equilibrium points depending on the values 
assumed by Z; and uz, as follows: 


il, |e Whi, They and ve Ul 
the equilibrium point is Q; 


hs Mit Pip == Thy einvel i, = we 
the equilibrium point is Q2 


3. Litt Zt == Zi and vn is 
the equilibrium point is Qs; 


4. IfZ, = Z, and u, = —u* 
the equilibrium point is Q4 


Note that all observations will lie i 
parallelogram Q,Q.Q;Q,. If we fit a_ 
squares regression line Q,Qs3 to the obs 
tions, we minimize the sum of squared 1 
uals in the vertical direction and, henee 
least-squares line is tilted counter-clocl 
relative to the true line a + BY, becau 
the pull of extreme points, which lie neg 
corners Q, and Qs of the parallelogram 
least-squares procedure, therefore, will 
estimate the slope 8 and underestimat 
intercept a of the true line. 

The conclusion from this analysis is 
in general, the single-equation least-sq 
method is not appropriate for estimatin 
equations of a simultaneous-equation m 
This has led to the development of other 
mation methods, such as, the two 
least-squares method, which remove th 
consistency of the estimates. 
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E TWO-STAGE LEAST-SQUARES 
THOD OF ESTIMATION 


yendix B has demonstrated the bias and 
msistency of OLS when applied to simul- 
‘ous-equation models. To cope with this 
jlem, Henri Theil’ has developed the 
)-Stage Least-Squares (TSLS) method of 
ation which produces consistent and 
ptotically unbiased estimates of para- 
2TS. The principle of the TSLS is quite 
le. Consider the following two-equation 
em 
me Ys =f, (Ye, Xs, us) (C-1) 


| Ne — Te (Yi, Xo, Xz, Us) (C-2) 


re Y; represent endogenous variables, X; 
yte exogenous variables and u, are ran- 
disturbances. Suppose we wish to esti- 
> the parameters of the over-identified 
ition (C-1). Clearly, we cannot apply 
OLS method because the endogenous 
ible, Y2 on the right-hand side of (C-1) 
be correlated with the disturbance term 
nthe TSLS method we first obtain the 
ced-form of the model 


| Pea (XG, Xs, X35, V1) (C-3) 
pe Bo (Xy, Xo, Xz, Vo) (C-4) 


first stage consists of deriving an esti- 
‘d series Y2 of Yo by applying OLS to 
tion (C-4). Substituting Ys into (C-1) 
an write 

Na — fy (Yo, Xi, Ui) (C-5) 


le second stage we apply OLS to (C-5) 
obtain consistent estimators since the 
ument Y2 is a linear function of the X; 
h are by definition independent and, 
e, Y» is not correlated with U;. 

€ now proceed to develop the TSLS 
‘od and to prove the consistency of the 


S estimators. 


sider the first equation of the set 
+ TX; = u,, namely, 


Peel yX, = uy (cl oeaeni (C-6) 


eB, is the first row of the B matrix of 
coefficients attached to endogenous 
variables 


I, is the first row of the I matrix of 
coefficients attached to exogenous 
variables 


Y; is a column vector of g endogen- 
Ous variables 


X; is a column vector of k exogenous 
variables, and 


Ui is a vector of disturbances. 


Let the symbols A and , denote respec- 
tively endogenous included and exogenous 
included variables or parameters. Then using 
the a priori restrictions on the coefficients of 
(C-6) we can write this equation as 


Yu = BieYot he este +- BigAYeAt -- 

yitXit +... + ytiexXuxt + wit (C-7) 
Equation (C-7) has been normalized by 
setting 81, = 1. Note that fort = 1...n, 


(C-7) is a set of equations which may be 
written in matrix form as 


Nan Monee ga | Pred 


Or Yi, — YoB’s — Xx 1x + Uy (C-8) 


The procedure of the TSLS method is as 
follows: 


STAGE I. Regress each variable in Y2 on 
the complete set of all exogenous variables, 
that is on 


X = [X, X,x] 


where X, denotes the exogenous variables 
included in the equation and X,, denotes the 
exogenous variables excluded from the equa- 
tion. This regression implies that we use the 
following relationship 


Yo = XB +e (C-9) 


where e represents a vector of least-squares 
residuals. The regression equation of (C-9) 


can be written as 
Yo = X@= X (X’X)" X’Y2~— (C-10) 


STAGE II. Replace Y2 in (C-8) by its esti- 
mate Y» and regress Y, and Y» and X,, 
that is, 


Yi = YP’. — Ney dx +- Uy, 


Theil. Economic Forecasts and Policy, 
d., North-Holland Publishing Company, 
terdam, 1961. pp. 204-240, 326-355. 


Dane 


(C-11) 


. Xn | es 
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Appendix C 


Application of OLS to (C-11) gives the TSLS estimators B’o and 71x 


A A 


Bs | Y, I: Y’, YX, Wx, |? | wy, 
= [Yo xel va 


= i= (C12) 
V 1x X's Me Nav) Cee Xa 
Substituting (C-10) into (C-12) we obtain the final result 
Bo VoX(X'K) XV s YORU) EX Kea ex Ce) ay, 
=: (C-13) 
ae eX RY xox KAY: 
oe YoVo = [X(X’/X)1X’Y) X(X’K)1 XY, 


—) 69,1, 0.9, @.40,0.9 2. © 
Si Yo X (CX) XS 
Y 2X = [XO Ye 
== Y'sX (XX) XX, 
NOSED GOL OO, Qeyne, 
= HE. T POO PONE 
and X’,Y> = transpose of Yoxe 
ae >, PD, OP. CO 
The relationship (C-13) gives the TSLS esti- 
mators directly without going through the 
two stages described above. 
To establish the consistency of the TSLS 
estimators, first we prove that the TSLS esti- 
mation method is equivalent to the instru- 
mental variables estimation method which 


gives consistent estimators. 
Consider the linear model 


Ye elu (C-14) 
If Plim (4 X’n) =~ O then the OLS esti- 


mators will be biased and inconsistent. If 
we have a set of instrumental variables 


Z = [Z,, Ze, .. . Zi] 


and Plim (2 Z’u) = O then the instrumental 
variable estimator, b, is 
Bea (ZA Y 
== (VAPOR IOS ea 
= (2X) 2X6 - (7X) Zu 
eae te (7X ZN 
= B since Z’u = 0 is the limit. 
Therefore, the instrumental variable esti- 
mator, b, is consistent. 
Consider next the matrix equation (C-8). 
In the second stage of TSLS we use Y>2 as 


an instrument for Ys, and X, as an instru- 
ment for itself, so that 


Z = [Y-2 X,] and X = [Y2 X,] 


Y’2 
X= [Ye] 
xe 


A 


| WieYou YX. 


| De Ya bX 
= (ZX) ZY 

| 

YONG: Ve Xe i 2Y1 


M’Y2 XX, X’xY1 


nains to show that: 


the instruments Y. and X, are legiti- 
mate, i.e., uncorrelated in probability 
limit with the u; 


the instrumental variable estimators 
_are identical with the TSLS estimators. 


tding the first point we observe that 
Plim (~ X’,u) = 0 


by definition X, and u, are not corre- 


uly, 


Ee (- Wann) = Plim Y’oX(X’X)1X/u; 
Beep tin [= Y’sX(X’X)-1] Plim Ce AES 
ENO price Plica (= Xa 0 


ding the second point, we compare the 
estimators in (C-12) with the instru- 
1 variable estimators in (C-16). We 
ve that all terms are the same with the 
tion of the elements which form the 
dlumn in the inverse matrices. 


YY. = Y’2 Ce +e) 

= VAY. + Y’se 

= VY 

€ denotes a vector of OLS residuals 
Tegression of Y2 on X since Y’2e = 0, 


3, the products of predicted values and 
residuals are identically equal to zero. 
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X’sYo = X’, (Yo + €) 
=X YX ee 
= XY, since X’,e — 0 
Hence, the TSLS estimators are equivalent 


to instrumental variable estimators, which 
have been shown to be consistent estimators. 


(C-15) 


(C-16) 
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in the province underwent an almost 
continuous decline of approximately 30 to 
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be felt for generations as a reduced number 
of women reach the reproductive ages 
15 to 20 years hence. The smaller child- 
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Indicator Charts, Pages 16-18 
Fluctuations in aggregate economic actiy 
— commonly used to define business cyel 
do not necessarily correspond with fluctt 
tions in the individual activities which ms 
up the aggregate. Instead different indica 
of economic activity may vary with respe 
to both their rates of growth and the timi 
of their peaks and troughs: some may _ 
grow more rapidly than others, some 
change direction sooner. 

Those activities which tend to assume 
a direction in advance of the aggregate — 
because they relate to future rather than 
present production — are referred to as 
leading indicators, and are widely used te 
anticipate the short-run future course of 1 
overall economy. The charts on pages 16 
in the Ontario Economic Review present 
a number of these leading indicators, as V 
as several which are coincidental to or 
lag behind the aggregate, to provide for 
the reader an opportunity to make 
such an evaluation. 

While comparisons of the timing and 
direction of general changes in the variou 
indicators can readily be made, great care 
must be exercised in making such a 
comparison of the amplitude of fluctuatio 
Of the three vertical scales used — ‘A’ 
(arithmetic) and ‘L 1’ and ‘L 2’ (logarith 
scales with one and two cycles respectivel 
over a given vertical distance) — only the 
logarithmic scales can be used to compart 
relative changes in different indicators. Ai 
this applies only when all series being 
compared are on the same logarithmic 
scale. In such a situation all parallel lines 
represent equal rates of growth, the exact 
rate of growth being determined by 
the slope of the line. 


ario Budget 1971 

April 26 Provincial Treasurer Darcy 
<eough introduced the technique of “full 
loyment budgeting” to Canada by ad- 
ing a new five per cent tax credit to en- 
age job-creating investment in machinery 
equipment. In his first budget statement 
ye Ontario Parliament Mr. McKeough 
ribed the corporation income tax credit 
1 powerful incentive for business expan- 
’. He also plans to stimulate the economy 
a record deficit of $415 million, and 
ols On government costs to put more 
2y in the hands of consumers and busi- 
The Treasurer warned, however, that 
*rovince’s moves could not achieve full 
oyment unless the federal government 
d its efforts, primarily by removing the 
| per cent surtaxes on personal and 
>ration incomes. 

her budget features include: 

duction of interest costs from corpora- 
n income tax for Ontario businesses 
° buy shares in other corporations, to 
ourage Canadian ownership and offset 
' present U.S. advantage in taking over 
nadian companies; 

tther large cuts in succession duties, 
h exemptions for widows and widowers 
sed from $125,000 to $250,000, duty 
2 estates increased from $50,000 to 
)0,000, and surtaxes eliminated for pre- 
ted beneficiaries such as children and 
ndchildren. These moves will greatly 
ist in the continuation of family busi- 
ses and farms; 

ualization of beer prices between 
thern and southern Ontario, involving 
11-cent reduction in the north and a 
cent increase in the south on 24-bottle 
2s. This still leaves Ontario’s beer 
*es the lowest in Canada; 

nination of fishing licence fees for On- 
0 residents. 


McKeough also announced that, be- 
8 April 1st, 1972, Ontario would in- 
nursing home and home care services 
ealth insurance program. In the cur- 
udget year, the Province will spend an 
mal $20 million to expand staff and 
*s for mentally retarded children. 

mtensify its environment programs, the 
nment will increase investment by $32 
1 to a total of $78 million for land 
ition for future public use and for in- 
1 spending on pollution control facili- 


| 


he Ontario Economy 


The Treasurer severely criticized Ottawa’s 
restraint policies which he estimated have 
cost Ontario about $2 billion in potential 
growth of gross provincial product and 
created the highest unemployment total in 
Ontario in a decade. About 200,000 Ontario 
people are out of work according to recent 
DBS reports. 

The projected $415 million deficit arising 
from total outlays of $4,262 million and 
anticipated revenues of $3,847 million is an 
increase of $300 million over last year and 
is scheduled to finance a variety of measures 
to stimulate the Ontario economy. 

These include: 


e $78 million in increased property tax re- 
lief to give Ontarians more spending 
income, and continue the provincial-muni- 
cipal tax-reform program; 


e $45 million in increased subsidies and 
lending programs to encourage house con- 
struction and associated employment; 

¢ $18 million in summer jobs for young 
people. This program will provide employ- 
ment for 14,000 students in the various 
government departments and agencies 
during the coming summer. 


Commenting on the program of expanded 
relief to local taxpayers, Mr. McKeough 
stated that the Ontario Government is “un- 
equivocally committed to the long-run goal 
of increasing financial support to local 
governments in order to reduce the burden of 
financing that falls upon the property tax”. 
The $78 million allocated to new reform 
measures this year, along with a $31 million 
increase in previous reforms brings the total 
value of Ontario’s program to reduce the 
property tax burden to $461 million in 1971- 
72: 

Since 1968, the local effective tax rates 
have risen by only three per cent annually, 
compared to an average of 5.4 per cent in 
the period from 1960 to 1967. In 1971, the 
Province’s support for local school costs will 
increase to 55S per cent, a large step toward 
the commitment of 60 per cent subsidization 
in 1972-73. Accordingly, no increase in 
education taxes is anticipated and only a 
moderate increase in municipal taxes is fore- 


cast. Mr. McKeough, who formerly served as - oe 


minister of municipal affairs, promised addi- 
tional tax reform measures for 1972, includ- 


ing consolidation and simplification of muni-' ' 


cipal grants, increased unconditional grants, 
and an acceleration in provincial payments. 
to local governments. 


The five per cent tax credit for investment 
in machinery and equipment is expected to 
cost $250 million in reduced corporation in- 
come tax between 1971-73 and reflects the 
Government’s concern over the lagging 
economy. DBS recently reported that 
machinery and equipment investment in On- 
tario is expected to increase only three per 
cent in 1971, down from 13 per cent in 1970 
and 18 per cent in 1969. Moreover, manu- 
facturing investment as a whole in Ontario is 
predicted to decline from $1,173 million in 
1970 to $1,137 million in 1971. 

The Ontario credit will be given for 
machinery and equipment purchased after 
budget day and put in place and used in 
Ontario before March 31, 1973. Companies 
unable to take advantage of the credit during 
this 23 month period will be able to carry it 
forward for one additional year, to April 1, 
1974. The tax credit will assist in the 
modernization of capital stock to increase 
the long-run productivity of Ontario in- 
dustry, and help achieve other social and 
economic objectives, particularly increased 
investment in pollution abatement equipment. 

The five per cent tax credit is one of two 
tax incentives provided in the Ontario 
Budget. The second incentive permits On- 
tario corporations to deduct interest on 
money borrowed to purchase shares in other 
corporations. 

‘This deduction will reduce the tax disad- 
vantage for Ontario companies in bidding 
against American firms to take over other 
companies. Until now, American firms have 
enjoyed a distinct advantage because USS. 
laws allow such an interest deduction to their 
companies. Mr. McKeough urged the federal 
government to make a similar move in its 
corporation income tax so that all companies 
in Canada can compete on equal terms with 
foreign companies. 

Mr. McKeough also served notice that 
Ontario would protect its people against 
Ottawa’s centralization policies and its delib- 
erate efforts to curtail the Ontario economy. 

The major priority of the Ontario budget, 
according to the Treasurer, was to reduce un- 


it alone. \\ 

“It, is critical,” he said, “that our actions 
be reinforced by the full use of the major 
fiscal and: monetary policy instruments at the 


BSSC7) disposal of the Government of Canada.” 
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I— PURPOSE OF STUDY 


The purpose of this study is to examine in 
depth the levels of fertility! for the counties?, 
regions and sub-regions of Ontario, with a 
view to providing various measures of fertility 
in order to establish a comprehensive base 
from which to analyse and project population 
growth. A presentation of recent and histori- 
cal provincial measures of fertility is also 
given. 

Statistics shown were, in the main, calcu- 
lated by the Economic Analysis Branch, De- 
partment of Treasury and Economics, and 
are based on Census of Canada Reports and 
Ontario Vital Statistics reports. Some 
material, primarily at the provincial level, 
was taken directly from these sources, as well 
as from DBS Vital Statistics publications. 

It should be pointed out that statistics 
shown for other than census years are based 
on population estimates and not actual 
counts. 


II — MEASURES TO BE USED 


Six measures of fertility have been used in 
this study: 


1. Crude Birth Rate 

2. General Fertility Rate 

3. Age Specific Birth Rates 
4. Total Fertility Rate 

5. Gross Reproduction Rate 
6. Child/Woman Ratio 


In addition to the above: a fertility index 
based on the provincial rate for the given 
year has been calculated for the county, 
region and sub-region rates for the years 
1961-1969; and the 54 counties (and dis- 
tricts) have been ranked according to each 
separate fertility rate (except age specific). 


Crude Birth Rate 

The crude birth rate is the most commonly 
quoted measure of fertility, and one of the 
easiest to calculate. It is merely the number 
of births in a population during a given year 
divided by that population (and usually multi- 
plied by 1000). Accordingly, if a crude rate 
is 25 it means that there were 25 births for 
every 1000 people in the population. While 
crude birth rates are good indications of how 
fast a population is adding to itself by births, 
they are sometimes misleading when used as 
a basis for drawing conclusions about the 
actual level of fertility (in light of the poten- 


tials for fertility). The crude rate can be 
affected as much by changes in the age and 
sex distribution of the population as by 
changes in fertility patterns. Similarly it can 
be misleading to compare the crude rates of 
different populations since differences may 
be due merely to differences in the sex and 
age structure of the populations. 

In addition, large numbers of persons 
often migrate, forming unique groups which 
have withdrawn from one population and 
been introduced into another. Since migrants 
are predominantly young adults, their move- 
ments tend to decrease the crude rate in the 
place of origin and increase the rate in the 
destination. 


General Fertility Rate 

Because the crude rate is computed on the 
basis of the total population it is possible to 
improve upon it by adopting a more accurate 
base. In computing birth rates, it should be 
remembered that only women bear children 
and therefore men should be dropped from 
the denominator of the crude calculation. 
Furthermore, only females between certain 
ages bear children. The childbearing age for 
females is generally considered to be 15-49. 


births per year x 1000 


The crude rate ( ) then 


total population 
becomes the general fertility rate 
births per year x 1000 


females 15-49 


A general fertility rate of 105 means that 
there were 105 births during the year for 
every 1000 females in the age group 15-49. 

The general fertility rate is a more 
accurate measure of fertility than the crude 
birth rate since it is not affected by differ- 
ences in sex ratios, and is less affected by 
differences in age structure. 


Table I — Selected County Rates, 1966 


Crude Get 
Birth Fer 
County Rate Rat 
Prince Edward 18.1 86.! 
Stormont 18.1 80.: 
Welland 18.1 16 


From Table I it can be seen that the 1 
counties, Prince Edward, Stormont and 
land had identical crude birth rates in 1 
However, when the general fertility rate 
compared it is apparent that wide differe 
exist. 

The effects of removing extraneous 
ments from the crude rate can be obse 
in Table II. 

Removing males from the denominato 
sults in a spread of 0.6 among the rates, 
Prince Edward being the highest and | 
mont the lowest. When females 0-14 | 
also removed a spread of 1.2 resulted 
Stormont now being the highest and Wel 
the lowest. When the final extraneous 
ment (females 50 +) was removed a sp 
of 10.3 resulted among the rates with P1 
Edward now being the highest and Wel 
the lowest. 

It appears, therefore, that when bot 
crude birth rate and the general fertility 
are available, the general rate can be t 
as a more accurate single number measu 
fertility. 


Age Specific Rates 

Although the general fertility rate is ar 
provement over the crude rate, it too cé 
affected by age distribution (in this cas¢ 
age distribution of females aged 15 
since fertility is not evenly distributed a 


Table II — Selected County Rates (with adjustments), 1966 | 


Males, | 

Crude Males and Females 0 

Birth Males Females 0-14 and Fema 

County Rate Removed Removed 50+ Rem’ 

Prince Edward 18.1 36.4 5322 86.8 

Stormont 18.1 35.8 54.0 80.2 
Welland 18.1 36.3 DOES 76.5 


1Jn this study fertility refers to the rates at 
which children are born; fecundity is the term 
which refers to the ability to bear children. 
2Northern Ontario, and part of Central Ontario 
are divided into districts, not counties. However, 


for the statistics used and conclusions shown 

in this paper, no distinction has been made 
between the two entities. The term “counties of 
Ontario” will refer to both the counties and 

the districts of Ontario. When referred to 


individually, however, districts will be 
designated as such. 

3Females aged 15-44 are sometimes used — 
instead of females 15-49. 


le III — Selected Fertility Measures, 1966 


nn 


General _Age Specific Rates 

: Fertility 

nty Rate 15-19 20-24 25-29 30-34 35-39 40-44 45-49 
ee 
eton 1p) 39.6 14722 153.0 102.6 54.3 14.6 1.0 
tings (Pe) S125 168.6 152.6 90.4 52.8 14.9 Va 
segment of female ages. For this reason _ Total Fertility Rate 


seneral fertility rate is not adequate for a 
iled examination of fertility patterns. 
‘hen detailed examinations of fertility 
desired, age specific rates are preferable. 
specific rates measure the level of fer- 
at single years of age between 15 and 
Because these rates would entail 35 
rate measures of fertility (one for each 
the rates are usually combined into five- 
age groups. This results in seven mea- 
3 of fertility for a given population. 

ge specific rates are calculated by divid- 
he births to the women in a given age 
p, by the number of women in that age 
p (and usually multiplying by 1000), ice. 
ate for ages 15-19 = 


virths to females aged 15-19 
No. of females aged 15-19 


‘om Table III it can be observed that 
uugh Carleton and Hastings counties 
the same general fertility rates, the pat- 
: Of fertility are somewhat different. 
ings county has higher rates of fertility 
€ younger age groups while in the inter- 
ate age groups Carleton’s rates are 
or. It is essential, if accurate analysis of 
ity trends are to be made, that the effects 
ze distribution on the rates studied, be 
mated. The age specific rates succeed in 
nating most age distribution effects. 


] 


x 1000. 


Although the age specific rates offer a clear 
picture of fertility for a given population, 
frequently a single rate for the entire popu- 
lation is advantageous. While the general 
fertility rate offers a single estimate of fer- 
tility, it can be affected by the age distribu- 
tion of the population. A disproportionate 
number of females aged 30-45 will tend to 
lower the rate, while a disproportionate 
number aged 15-30 will tend to increase the 
rate. The total fertility rate, however, offers a 
single indication of fertility unaffected by the 
age distribution of the population. The total 
fertility rate is the sum of the age specific 
rates and therefore eliminates the age distri- 
bution bias. The two hypothetical counties 
in Table IV illustrate this point. 

As can be seen in Table IV counties 1 and 
2 have identical populations of females, and 
identical age specific birth rates. The only 
difference between the two is the age distri- 
bution of the population. 

The total fertility rates are identical, re- 
flecting the similar fertility levels of the two 
counties, regardless of the differing age distri- 
butions. The general fertility rates however, 
are somewhat different, resulting not from 
differences in fertility, but from differences 
in age distribution. The higher proportions 
of females in the higher age groups have 
caused the total number of births to be lower, 


e IV — Hypothetical County Rates 


) Total Gen. 
: Bert Hert: 
ty 15-19 20-24 25-29 30-34 35-39 40-44 45-49 Total Rate Rate 
Females 1000 1000 1000 1000 1000 1000 1000 7000 
Births 50 200 150 = #100 50 15 > dav 
| Rate 50 200 150 #100 50 15 5) 2850! 81.4 
Females 800 800 900 900 1200 1200 1200 7000 
Births 40 160 135 90 60 18 6 509 
Rate Ome O0 Me O00 50 15 5 28508" 7227 


use the age specific rates are based on five-year age groups, the sum of the rates is multiplied 
’€ to give the total fertility rate. 


even though the rates of birth in each age 
group are identical. As would seem appro- 
priate from the above example, the total 
fertility rate is generally considered to be the 
most accurate single number indicator of 
pure fertility. The general fertility rate, on 
the other hand, is useful as an indicator of 
the net interaction between fertility and the 
age distribution of a given population of 
women in the child-bearing years. 


Gross Reproduction Rate 
The gross reproduction rate is defined as 
“female births per woman (or per 1000 
women). The gross reproduction rate = 
total fertility rate female births 


total births 

is actually a measure of replacement. That is, 
it measures how many female children a 
given group of women bear during a given 
year. The rate tends to be a little less than 
half of the total fertility rate, since female 
births usually represent just less than 5O per 
cent of all births. A gross reproduction rate 
of one (or 1000)* means that women are 
bearing exactly enough daughters to replace 
themselves (if mortality is disregarded). In 
1966 county gross reproduction rates ranged 
from a high of 2392 in Manitoulin to a low 
of 1171 in Muskoka. The gross reproduction 
rate is merely a total fertility rate for female 
children. 


. This rate 


Child-Woman Ratio 

The child-woman ratio is an indirect measure 
of the incidence of childbearing in a popula- 
tion of adult women. Specifically, it is the 
ratio of the number of children under five 
years of age to the number of women of 
childbearing age (15-49). The child-woman 
ratio is usually used where there is no ade- 
quate registration of births. The ratio does 
not directly refer to the number of births, but 
rather to the census population aged 0-4. If 
enumerated correctly, these children are the 
survivors of births during the prior five-year 
period. The ratio, therefore, is not a precise 
index of fertility since it is derived from a 
group of survivors rather than from the num- 
ber of actual births. The index unavoidably 
includes the effect of infant and childhood 
mortality. Furthermore, the age group 0-4 is 
one of the least reliable portions of the enu- 
merated population. Therefore, absolute 
values of this ratio do not have great signifi- 
cance. The ratio is at best a relative index of 


4In this study the gross reproduction rates 
are “per 1000”. 


ee 
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fertility for sections of a homogeneous popu- 
lation. It should be remembered further that 
this is a five-year index. That is, it measures 
the average fertility over the past five years. 
Therefore, large changes in fertility over a 
one-year period will have a significantly de- 
creased effect on the ratio. These disadvan- 
tages of the child-woman ratio make it less 
desirable as a measure of fertility. 


Additional Measures 
a) Indexes 
An index has been calculated for the follow- 
ing county, region and sub-region rates for 
the years 1961-1969°: 
(i) Crude birth rates 
(ii) General fertility rates 
(iii) Total fertility rates 
(iv) Gross reproduction rates 
(v) Child-woman ratios 


The index is based on the Ontario provin- 
cial rate for the given year. The Ontario ratio 
will equal 100. Therefore: 


f county rate 
index — ———————_ X _ 100. 
provincial rate 


(because the ratio is multiplied by 100, the 
index can be used as a percentage of the 
Ontario rate) 

The index allows a careful examination 
of how each county rate compares with the 
provincial rate for each year of the observa- 
tion period. Furthermore, it will make county 
rates more readily comparable among them- 
selves, since they will all have a common 
base. From Table V, for example, it can be 
seen that Peterborough County has a general 
fertility rate about seven per cent lower than 
the provincial rate, while Prince Edward 
County has a rate approximately eight per 
cent above the provincial rate. Furthermore, 
the total fertility rate for Peterborough is less 
than two per cent below the provincial rate 
while the Prince Edward rate is almost 13 


Table V — Selected County Indexes', 1966 


Table VI — Fertility Rate Rankings — Kenora 1961 to 1964 


General Total Gross Child, 

Crude Fertility Fertility Reproduction Wom: 

Year Rate Rate Rate Rate Ratio 
1961 1 1 2 2 3 
1962 1 1 1 1 3 
1963 1 1 3 2 2 
1964 1 1 1 4 2 


Table VII — Crude Birth Rates and Total Fertility Rates, Ontario, Selected Years 1921-1! 


Crude Total 

Birth Per Cent Fert. Per 
Year Rate Change Rate Cha 
1921 2573 3221 
1926 21.4 — 15.4 2127 a 
1931 20.2 — 5.6 2648 — 
1936 Pies — 14.4 POANT| — 
1941 19.1 + 10.4 2402 +' 
1946 23.8 cA. 2968 | 
1951 25.0 + 5.0 3223 + 
1956 26.6 + 64 3657 + 
1961 DOES — 49 3742 + 
1966 19.0 — 24.9 2790 _ 
1969 eS — 7.9 2411 — 


per cent above the province’s rate. Thus, not 
only a clearer picture is given concerning the 
relative fertility of the two counties, but an 
indication of the relationship between the 
general fertility rate and the total fertility rate 
can be observed. It should be remembered, 
however, that while the indexes are excellent 
indicators of relative fertility levels, they are 
not mathematically pure, since in their cal- 
culation, the numerator (county rates) and 
the denominator (Ontario rates) are not 


County General Fert. Rate 
Peterborough 9362 
Prince Edward 108.1 


1Provincial index = 100 
2Actual rates 


Index Total Fert. Rate Index 
(74.8)? 98.4 (2746) 
(86.8) 113.6 (3170) 


mutually exclusive. For this reason, | 
should be taken in the use of these index: 


b) Ranks 


Each of the 54 counties (and districts): 
been ranked according to each separati 
of fertility (except age specific) for each’ 
with the highest ranked first and the | 
ranked 54th.5 | 

Table VI gives an example of the rar 
for Kenora from 1961 to 1964. It ¢ 
seen that in 1961 Kenora had the h 
crude birth rate and general fertility rat’ 
second highest total fertility rate and} 
reproduction rate, and the third highest 
woman ratio. In 1964, Kenora still r 
first in crude and general fertility rate’ 
moved to first in the total fertility’ 
slipped to fourth in the gross reprod | 
rate, and was second in child-woman } 
The rankings give a good indication ct 
an individual county compares with the' 
counties in year-to-year changes in fert* 


| 
- 


SComplete tables available by request only 
| 
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— HISTORICAL FERTILITY 
LENDS 


_ historical review of the patterns of fer- 
ty for the Province of Ontario over the 
st 40-50 years reveals significant fluctua- 
ns. 

Table VII indicates the levels of fertility 
selected years from 1921. Fertility con- 
ued to decline during the 1920’s and 
30’s, increased during the 1940’s and 
50’s and began to decline again in the 
50’s, with current levels being approxi- 
tely equal to those of the late 1930’s and 


ly 1940’s. The crude birth rate, which in- 
ates population growth by births, moved 
m 25.3 births per 1000 population in 
21 to 17.3 in 1936. Shortly thereafter it 
eH to climb, reaching 26.6 in 1956. Dur- 
the 1960’s the rate turned downward 
ching an estimated® rate of 17.5 per 1000 
1969. 

The total fertility rate, which is considered 
be the best single number estimate of fer- 
‘y, declined from a level of 3221 in 1921 
2229 in 1936, then climbed to 3742 in 
51 before it again declined to an estimated 
{1 in 1969. The total fertility rate in 
uality indicates the total number of chil- 
n that 1000 females would have during 
ir child-bearing years at the existing level 
fertility. That is, a total fertility rate of 
)0 indicates that 1000 women would have 
JO children during their lives, or 3.2 
Idren per woman. Similarly a rate of 2400 
icates an average of 2.4 children per 
man during the reproductive cycle. 


e Depression 

ring the depression fertility patterns in 
tario underwent a substantial change. 
Table VIII indicates the patterns of ferti- 
' change during the depression. From 
30 to 1937 the crude rate dropped from 
0 to 16.9, a drop of almost 20 per cent, 
ile the total fertility rate dropped from 
47 in 1930 to 2160 in 1937, a decrease of 
‘per cent. After 1937 the rates began to 
nb, with the crude rate reaching 18.3 in 
7 and the total fertility rate 2313. 

t is generally conceded that the main 
ises of the fertility decline in the 1930’s 
té economic. People, finding their in- 
nes greatly reduced during this period, 
re reluctant to take on the responsibility 
additional family members. Furthermore, 
search for employment frequently separ- 
d husbands from their families. In addi- 


gures for non-census years, while usually 
sonably accurate, are based on estimated 
yulation figures. 

7 


tion, single people were less willing to marry 
during the depression. 


Table VIII — Crude Birth Rates and 
Total Fertility Rates, Ontario, 1929-1941 


Crude Total 

Birth Fertility 
Year Rate Rate 
1929 20.5 2665 
1930 ARO 2747 
1931 XDD 2648 
1932 19.2 2529 
1933 3. il 2368 
1934 17.6 2284 
1935 17.6 2274 
1936 eS DPA 
1937 16.9 2160 
1938 17.9 MDYD. 
1939 173 2201 
1940 18.3 2313 
1941 19.1 2402 


Table IX indicates that the marriage rate 
per 1000 population fell significantly in the 
early years of the depression, levelled off 
during the middle years, then rose again in 
the waning years. There is little doubt that 
the decrease in the marriage rate contributed 
significantly to the decline in fertility during 
the 1930's. 


Table IX — Marriage Rates per 1000 
Population, Ontario, 1929-1940 


Year Rate Year Rate 
1929 8.3 1935 US 
1930 7.6 1936 Uo 
1931 6.9 1937 8.2 
1932 6.4 1938 8.1 
1933 6.4 1939 9.3 
1934 73 1940 11.0 
Post-War Baby Boom 


After remaining relatively stable during the 
war, fertility began to increase rapidly in 
1946 and remained at relatively high levels 
for approximately 15 years. This period of 
high fertility is known as the “Post-War 
Baby Boom”. 

The initial increase in fertility in 1946 and 
1947 was likely due to young men returning 
from war duties and beginning or continuing 
their families. The higher rates of fertility 


Table X — Crude Birth Rates and Total 
Fertility Rates, Ontario, 1944-1962 


Crude Total 

Birth Fertility 
Year Rate Rate 
1944 19.7 2472 
1945 97 2468 
1946 23.8 2968 
1947 Onl 3276 
1948 24.4 3095 
1949 24.3 3109 
1950 24.3 3110 
1951 25.0 3222 
1952 25.9 3386 
1953 26.3 3483 
1954 26.6 3586 
1955 26.5 3612 
1956 26.6 3657 
1957 26.8 3714 
1958 26.2 3680 
1959 26.3 37718 
1960 26.1 3793 
1961 DES 3742 
1962 24.6 3689 


continued through the 1950’s. This continu- 
ation was essentially due to continued high 
marriage rates and a trend toward marrying 
at younger ages. 

With wartime employment, and postwar 
demands for consumer goods, economic 
prosperity returned after a long depression. 
Such innovations as unemployment insur- 
ance, subsidization of agricultural produc- 
tion and government responsibility for full 
employment removed one of the primary 
reasons for deferment of marriage — the 
economic. 

As the marriage rate began to drop in the 
middle and late 1950’s, the percentage of 
brides under 25 years of age increased 
sharply. This trend helped to sustain the rela- 
tively high post-war levels of fertility by 
increasing the numbers of females exposed 
to legitimate pregnancy in the younger age 
groups. 

The above two factors were not entirely 
responsible for the continuing high fertility 
rates during this period. Another factor was 
that more children were being born per 
married woman than for many decades in 
the past. Without accurate data on married 
female births by single years of age, it is 
difficult to determine the degree to which 
each factor contributed to the increased level 
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Table XI — Marriage Rates and Percentage 
of Brides Under 25 Years of Age, 
Ontario, 1944-1962 


Marriages Per Cent 

Per 1000 of Brides 
Year Population under 25 
1944 719 65.9 
1945 8.5 65.8 
1946 Pie? 67.4 
1947 10.5 66.7 
1948 10.1 65.7 
1949 9.9 65.8 
1950 7 66.8 
1951 9.8 67.8 
1952 9.5 67.3 
1953 9.4 67.9 
1954 8.8 68.6 
1955 8.5 68.5 
1956 8.6 69.7 
1957 8.3 70.8 
1958 8.1 mile 
1959 7.8 72.0 
1960 es Teh 
1961 qs (ake 
1962 7.0 74.5 


of fertility. It is clear, however, that the 
interaction of these three factors resulted in 
substantially increased levels of fertility dur- 
ing the period 1946-1962. 


IV — ONTARIO FERTILITY 1961-1969 


During the period 1961 to 1969 fertility in 
Ontario underwent an almost continuous 
decline of approximately 30-35 per cent. 
There are three main reasons for the decline 
in fertility during the 1960’s. These primary 
causes can be identified as a decline in the 
marriage rate, a change in the number of 
children desired by certain sections of the 
population, and the knowledge and availa- 
bility of new and more reliable methods of 
family planning. 

The marriage rate, which declined during 
the middle and late 1950’s, remained at a 
low level for most of the 1960’s, averaging 
7.7 marriages per 1000 population, an aver- 
age rate comparable to the 1930’s. Lower 
rates of marriage mean that a smaller pro- 
portion of the population is exposed to 
legitimate pregnancy, especially in the age 
groups 16-297, which results therefore in 
lower levels of fertility. 


Table XII — Crude Birth Rates and Total 
Fertility Rates, Ontario, 1961-1969 


Crude Total 
Birth, Per Cent, Fert; | oPer. Cent 

Year Rate Change Rate Change 
UTS ese | — 3742 — 
1962 246 —2.8 3689 — 1.4 
19637 23°99 3" 2:8 3618 — 9 
1964 230 — 3.8 3475 — 4.0 
1965 209 —91 3125 —10.1 
1966 19.0 —9.1 2790 —10.7 
1967. 17.8 =2.6.37 22567 — 80 
1968" 17-3" "2852454 
1969 17.5. /-E 12a 5 2411) 7 
Per Cent Change 
1961-1969 —30.8 —35.6 
Table XIII — Marriage Rates, 
Ontario, 1931-1969 

Marriages 

Per 1000 
Near Population 
1931-1940 (average) 7.9 
1941-1950 (average) 10.0 
1951-1960 (average) 8.6 
1961 Fal 
1962 7.0 
1963 7.0 
1964 Tes 
1965 7.6 
1966 7.8 
1967 8.2 
1968 8.5 
1969 9.0! 
1961-1969 (average) Tay 


1preliminary data. 


The marriage rate per 1000 popula 
can be affected by changes in the age di 
bution of the population, and indeed 
may explain the increase in the late 19¢ 
However, it is doubtful that shifts in age 
tribution account for a very large percen 
of the changes. 

Examination of what may be called 
‘total marriage rate’ for brides aged 16. 
calculated in a similar manner to the t 
fertility rate and which therefore elimin 
changes in age distribution, indicates 
between 1956 and 1966, a 14.6 per | 
decrease occurred. The ‘crude’ marriage 
(marriages per 1000 population) reflect. 
9.3 per cent decrease, in spite of age di 
bution changes averaging 19 per cent. W 
this evidence is far from conclusive, it ¢ 
indicate that the rate of marriage per 1 
population may give a relatively accu 
picture despite changes in age distribut 

In addition to changes in the rate of n 
riages, many sections of the population y 
changing their attitudes concerning ¢ 
bearing. During the period 1961-1969 tl 
was a general reduction in the numbei 
children parents considered desirable. / 
with the upsurge in the proportion of } 
sons attending institutions of higher lei 
ing, young adults were either deferring n 
riage or delaying starting a family. Par 
were also showing more concern about 
length of time between pregnancies 
planning additions rather than leaving t] 
to chance. In addition to more females en. 
ing the labour force to follow business w 
tions, many women were re-entering | 
labour force after pregnancy. 

The desire for fewer children was n 
easily realized during this period, due to’ 
increase in knowledge and effectivenes: 
family planning techniques. The repeal 
Canadian law prohibiting the public 
closure of birth control information opé; 
the way for improved education concen 
family planning. | 


Table XIV — Marriage Rates, Ontario, 1956-1966 | 


| 
Averag. 


Total Per Cel, 

Marriages Per Cent Marriage Per Cent Age Gi! 

per Change Rate — Brides Change Bet Cent of Females ecg Change 

Year 1000 Pop. 1956-66 Aged 16-19 1956-66 16-19 20-24 25-29 (1956-) 
1956 8.6 1072 5.8 6.8 dhe 
1966 7.8 —9,.3 915 —14.6 7.8 7.0 6.2 19 @ 


a Emme a 


715 year olds are not included since very few 
marriages occur at this age. 


ne of the most important developments 
ing this period was the introduction of 
oral contraceptive or birth control pill. 
. “pill” is considered to be one of the 
est and most effective methods of birth 
trol. A recent Canadian study® indicated 
in November, 1967, 28.9 per cent of 
tied females under the age of 46 were 
g oral contraceptives and another 21.1 
cent planned to use them. Among the 
gen not using orals, 31.1 per cent were 
g other means, 19.9 per cent were using 
nethod and 20.1 per cent were pregnant 
terile. Among those not using oral con- 
eptives, 35 per cent cited the possible 
th hazard as the reason while another 
) per cent cited unpleasant side effects. 
y 10.4 per cent cited religious objections. 
) study was done for Canada, however, 
jit is possible that Ontario statistics would 
v an even higher usage rate for oral con- 
2ptives. 


Specific Rates 

specific birth rates give the clearest pic- 
of fertility trends from 1961-1969. The 
‘for females 15-19 dropped from 69.5 
is per 1000 to 49.2 during this period — 
op of 29.2 per cent. Although a signifi- 
reduction, this was the smallest of the 
specific rate decreases. A large number 
Tegnancies in this age group are acci- 
al pregnancies, reflecting the perform- 
of persons unaccustomed to practising 
| control. During the period 1961-1968, 
nstance, the legitimate fertility rate for 
age group fell 33 per cent while the 


illegitimate rate actually rose 18 per cent. 
Illegitimate births accounted for 28 per cent 
of all births from this age group in 1968. 

The age specific rate for females 20-24 
fell 36.5 per cent between 1961 and 1969, 
from 239.8 births per 1000 to 152.2. The 
reduction in the marriage rate affects this age 
group more than others, and no doubt played 
a significant role in the decline of this birth 
rate during the period. Furthermore, it is in 
the age group 20-24 that couples are most 
likely to defer pregnancy. In addition, the 
tendency toward spacing lessens the chances 
of having more than one child during this 
period. Illegitimate births accounted for only 
eight per cent of all births in this age bracket. 

Table XV shows twelve separate rates of 
fertility for Ontario; seven age specific rates, 
the crude birth rate, the general fertility rate, 
the total fertility rate, the gross reproduction 
rate and the child-woman ratio, for the years 
1961 through 1969. 

The age group 25-29 reflected a decline 
from 211.6 in 1961 to 148.4 in 1969—a 
drop of 29.9 per cent. This age group too is 
affected by the lowering of the marriage rate. 
In addition, some families have already de- 
cided to have no more children by the time 
they reach this age. It is likely that the drop 
in fertility was not as great as for the 20-24 
age group because pregnancies deferred from 
that group were likely to occur in this age 
category. 

The remaining age groups all experienced 
declines in fertility from 35.7 per cent to 
51.1 per cent. These declines likely resulted 
from the combination of better family plan- 


ning techniques and a commitment to limit 
family size among a significant portion of 
persons of these ages. 


Crude Birth Rate 

The crude birth rate for Ontario measured 
25.3 in 1961, dropped to 17.3 by 1968 and 
then rose slightly to 17.5 in 1969. The big- 
gest declines in the crude rate occurred in 
1965 and 1966. It is difficult to explain pre- 
cisely the apparent rise in the rate in 1969, 
although it is probably a combination of a 
slowing in the rate of fertility decline and an 
increase in the proportion of females in the 
early childbearing ages. 


General Fertility Rate 

The general fertility rate followed the pattern 
of the crude rate almost exactly. From a high 
of 108.3 births per 1000 women 15-49 in 
1961, it moved to a low of 71.9 in 1968, only 
to rise slightly to 72.0 in 1969. It is likely 
that the rise in the rate in 1969 was for the 
same reasons as the rise in the crude rate. 


Total Fertility Rate 

The total fertility rate for the province de- 
clined each year during the period 1961- 
1969. From a high of 3742 in 1961, the rate 
had reached 2411 by 1969, a decline of 35.6 
per cent. The rate declined most quickly in 
1965 and 1966, dropping from 3475 to 2790 
during these two years. If the rate were to 
remain at the 1969 level, each female would 
average approximately 2.4 children as she 
passed through the childbearing cycle (dis- 
regarding mortality). 


ee ee ee ee Ee ee eee 
le XV — Ontario Birth Rates, 1961-1969 
rer ee a ee es eee 


Crude General Total Gross Child/ 
Birth Fert. Fert. Reprod. Woman 
‘ 15-19 20-24 25-29 30-34 35-39 40-44 45-49 Rate Rate Rate Rate Ratio 
ne ees Sees ae eta i i ae ee ee 
{ 69.5 239.8 211.6 134.2 69.8 29 156 253 108.3 3742 1824 508 
) 64.5 239.9 ZOE 133.9 65.6 21.9 1.4 24.6 105.6 3689 1796 14 
; 60.3 23357 208.1 3a 66.2 Det 122 23.9 102.9 3618 1759 508 
U 57.8 219.7 202.4 128.6 64.6 20.4 1.6 IAW) 98.6 3475 1686 499 
j 58.3 192.9 180.6 114.5 59.3 17.8 1.5 20.9 89.0 B25 1521 486 
) 57.4 7/1 es 160.2 98.8 52.8 16.2 ies} 19.0 80.3 2790 1361 .467 
! 53.4 162.0 149.2 88.6 45.9 13.4 1.0 £8 74.8 2567 1247 427 
50.1 155.1 145.0 83.0 41.1 1 Es) 1.0 73 Tied, 2434 1184 398 
) 49.2 152.2 148.4 82.3 38.3 10.7 8 17.5 72.0 2411 1174 “oe 


Cent 
ige 
.-1969 


—29.2 —36.5 —29.9 —38.7 —45.1 —51.1 —S0.0 —30.8 — 33.5 —35.6  —35.6 —26.6 
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Gross Reproduction Rate 

The gross reproduction rate is similar to the 
total fertility rate except it is only calculated 
for female births. Since, for a population the 
size of Ontario, the ratio of female births to 
total births remains relatively constant at 
.485 to .488, the gross reproduction rate fol- 
lows almost exactly the trends of the total 
fertility rate. The gross reproduction rate de- 
clined from 1824 in 1961 to 1174 in 1969, a 
drop of 35.6 per cent, the same as the total 
fertility rate. If the gross reproduction rate 
remains at the 1969 level, each woman will 
average approximately 1.2 female children 
during the reproductive cycle’. 


Child-Woman Ratio 

The child-woman ratio declined from .508 
in 1961 to .373 in 1969, a drop of 26.6 per 
cent. Because of the structure of this ratio it 
is not as reliable as others in judging yearly 
changes. Nevertheless the child-woman ratio 
does indicate overall trends in fertility since 
it acts as a type of five-year moving average. 
For this reason also, the ratio tends to lag 
two or three years behind actual changes in 
fertility. 


Summary 

In summary, Ontario experienced a con- 
tinued decline in fertility between 1961 and 
1969. The decline averaged 30-35 per cent. 
The result of this decline may be felt for 
generations as reduced cohorts of child- 
bearers reach the reproductive ages 15-20 
years hence. This smaller childbearing popu- 
lation will result in a slowdown in the speed 
at which Ontario would normally be expected 
to add to itself by births. This point will be 
expanded in Chapter VI. 


V—COUNTY FERTILITY 


All Ontario counties and districts experi- 
enced a general decline in fertility during the 
1960’s. Some counties, such as Stormont and 
Bruce, showed continually declining rates of 
fertility for each year during the period 1961- 
1969. For other counties such as Perth, the 
decline did not begin until 1963, whereas in 
Huron County and the District of Parry 
Sound, the decline lasted only until 1968, 
with increases in fertility being shown for 
1969. 


1961 
In 1961 the crude birth rates for the 54 
counties and districts of Ontario ranged from 


a high of 33.5 births per 1000 population in 
the District of Kenora to a low of 18.7 in 
Grey County. Kenora’s crude birth rate was 
32.4 per cent above the provincial level of 
25.3, while Grey’s rate was 26.1 per cent 
below the provincial figure. In all there were 
31 counties above the provincial level and 
21 counties below it. Carleton and Middlesex 
counties each had rates of 25.3, equal to the 
provincial rate. York County, the largest in 
Ontario, made up 27.8 per cent of the total 
provincial population in 1961. York, there- 
fore, has the largest influences on the provin- 
cial rates. In 1961 York had a crude rate of 
24.9 births per 1000 population. This rate 
had an index of 98.4 and ranked 24th among 
the counties and districts. 

The general fertility rate ranged from 154 
births per 1000 females aged 15-49 in 
Kenora to 92.2 births per 1000 in Grey. 
Kenora’s rate was 42.2 per cent above the 
provincial level while Grey’s was 14.9 per 
cent below it. York County had a general 
fertility rate of 98.9. The index was 91.3 and 
York ranked 49th among the counties and 
districts for this rate. There were 29 counties 
with rates above the provincial level of 108.3 
and 25 counties below this figure. 

As outlined in Chapter II the sum of the 
age specific birth rates, or “Total Fertility 
Rate” is considered to be the best single 
number estimate of the fertility of a popula- 
tion. A careful examination of individual age 
specific rates is necessary however, if a de- 
tailed knowledge of changing fertility pat- 
terns within a homogeneous population is 
desired. Although presentation of these rates 
is beyond the scope of this review, detailed 
tables showing five-year age specific rates for 
each calendar year 1961-1969 are available 
upon request from the Demographic Studies 
Section, Economic Analysis Branch, Depart- 
ment of Treasury and Economics, Frost 
Bldg., Queen’s Park, Toronto 182. Readers 


are urged to make a careful examination 
these tables, should knowledge concern 
detailed fertility patterns be required. 

Total fertility rates for 1961 ranged fr 
5191 in the District of Manitoulin to 3324 
York County. Manitoulin’s rate had an ing 
of 138.7 while York’s index was 88.8 wh 
compared with the provincial total ferti 
rate of 3742. It is interesting to note t 
Manitoulin ranked 11th in crude birth r 
and York 24th, while in total fertility r 
Manitoulin ranked first and York 54th. T 
indicates the caution which must be uw: 
when comparing fertility levels by means 
the crude rate alone. In 1961 there were 
counties and districts whose total ferti 
rate was higher than the provincial level 
14 whose rates were lower. 

The gross reproduction rates, which - 
usually just less than one-half of the te 
fertility rates, ranged from Manitoulin’s h 
of 2596 to a low of 1589 in Grey Cour 
York had a rate of 1615 and was ranl 
53rd among the counties and districts. In 
38 counties were higher than the provini 
rate of 1824, and 16 were lower. 

The child-woman ratio, which is the ré 
of children aged 0-4 to females aged 15- 
ranged from a high of .682 in Russell Cou 
to a low of .437 in York. The provincial 1 
was .508, with 37 counties having hig 
ratios and 17 counties having lower. | 
1962 
1962 was the year in which many coun 
and districts began to experience a downw 
trend in fertility. For others, however. 
represented the final year of the post- 
baby boom. | 

Table XVI shows the number of coun 


ane a: | 

and districts which increased or decrea 
with respect to the five measures of fert 
during 1962. There were 12 counties 
| 


districts, for example, which showed an: 


/ 
r 


Table XVI — Directional Movements in Fertility, Counties and Districts, 1962 


Crude General Total 
Birth Fert. Fert. 
Rate Rate Rate 
Increases 
over 1961 a 16 Lee 
Decreases 
over 1961 = vu a 
No Change 3 1 0 
Total 54 54 54 


Gross Child/ 

Reprod. Woman 

Rate Ratio —_—- Total Avel| 

20 21 87 i7' 

34 28 174 34 
0 5 9 1i 

54 54 270 | 


9For this study all rates except the crude rates 
are based on females aged 15-49. Births 
occurring outside these age groups are not 
considered. In 1968, however, these births 
represented only 100 out of a total of 126,257. 


ise in the crude birth rate over the 1961 
re, 39 counties and districts which showed 
ecrease, and three which remained the 
e. On the average, decreases in fertility 
s outnumbered increases two to one. It 
ears then, that for about two-thirds of 
ario’s counties and districts, the year 
2 marked the beginning of the large fer- 
y declines of the 1960's. 
1 1962, the District of Kenora had the 
est levels of fertility among the districts 
counties. Kenora ranked first in the 
le birth rate, general fertility rate, total 
lity rate, and gross reproduction rate, 
e ranking third in child-woman ratio. 
fertility indexes for Kenora averaged 
5 across the five fertility rates, 34.5 per 
higher than corresponding provincial 
3. York and Haliburton shared the lowest 
s of fertility with York having the lowest 
_ fertility rate and child-woman ratio, 
e Haliburton had the lowest crude birth 
general fertility rate and gross repro- 
ion rate. York’s indexes averaged 90.3 
e Haliburton’s averaged 85.7. York 


nty however had a total fertility rate of 
t whereas Haliburton’s was 3323. 


| 
3 

963 almost all counties had begun their 
nes in fertility. Table XVII indicates 
almost all counties showed declines in 
ity over corresponding 1961 rates. De- 
ng fertility measures outnumbered in- 
ses four to one. Of the 54 counties and 
icts, for example, 48 showed declines in 
e birth rate and 42 showed declines in 
Otal fertility rate. 

uring 1963 Kenora and Manitoulin 
od the highest fertility rates with Kenora 
g highest in the crude birth rate and 
ral fertility rate, while Manitoulin ranked 
in total fertility rate and gross reproduc- 


i 


Table XVIII — Directional Movements in Fertility, Counties and Districts, 1968 


Crude General Total 
Birth Fert. Fert. 
Rate Rate Rate 
Increases 
over 1967 ue Me i 
Decreases 
over 1967 oe the 
Total 54 54 54 


tion rate. The total fertility rate of 4874 for 
Manitoulin, although highest in the province, 
was still six per cent lower than the 1961 
rate of 5191. The lowest levels of fertility 
were in Northumberland County which had 
a total fertility rate of 3169, 12.4 per cent 
below the provincial figure of 3618. 


1964-1967 

The period 1964-1967 encompassed the 
largest fertility declines of the decade. De- 
creases in fertility averaged 7.1 per cent per 
year during this period when all indexes were 
considered, and 8.2 per cent for the total 
fertility rate itself. There were no counties or 
districts which showed increasing fertility 
trends during this period. Kenora and Mani- 
toulin continued to lead the province in high 
fertility levels. The total fertility rates for 
these districts, however, fell from 4698 to 
3528 and from 4874 to 3656 respectively. 
York County, although maintaining a rela- 
tively low level of fertility, did not decline as 
quickly as the county average. The total fer- 
tility rate index, for example, climbed 
steadily from 91.1 in 1964 to 95.6 in 1967. 
The county exhibiting the greatest change 
during this period was Prescott, with the 
total fertility rate declining from a 1963 year- 
end figure of 4311 to a 1967 figure of 2506 
— a drop of 41.8 per cent. 


e XVII — Directional Movements in Fertility, Districts and Counties, 1963 
a a a a 


Crude General Total Gross Child/ 

Birth Fert. Fert. Reprod. Woman 

Rate Rate Rate Rate Ratio Total Average 
2ases 
1961 4 5 12 16 16 53 10.6 
“eases 
1961 48 49 42 38 37 214 42.8 
hange 2 0 0 0 1 3 6 
i 54 54 54 54 54 270 54 


Gross Child/ 

Reprod. Woman 

Rate Ratio Total Avg. 
16 0 54 10.8 
38 54 216 43.2 
54 54 270 54 


1968 

In 1968 a slowdown in fertility declines took 
place. Indeed, some county and district rates 
began to increase slightly. 

As shown in Table XVIII, 16 counties 
had increased crude birth rates in 1968 when 
compared with the 1967 figures. Counties 
averaged about one decrease in rate for every 
four increases. No county experienced a de- 
crease in the child-woman ratio, probably 
due to the construction of the index. In 1968 
Kenora once again had the highest levels of 
fertility, ranking first in all measures except 
the child-woman ratio. Kenora’s total fer- 
tility rate of 3686 was 51 per cent above the 
provincial rate of 2434. Kenora was also one 
of the districts which showed an increase in 
fertility during 1968. The lowest fertility 
rates were shared by Muskoka, Frontenac, 
Welland and York, with Frontenac having 
the lowest total fertility rate at 2119. In 
general, fertility continued to decline in most 
counties, but these declines averaged only 
three to five per cent compared with declines 
of six to eight per cent the preceding year. 


1969 

Provisional data indicate that by 1969 the 
fertility decline had levelled off. Provincial 
measures show a small increase in crude 
rates and general fertility rates, and a slight 
decrease in total fertility and gross reproduc- 
tion rates. 

From Table XIX it can be seen that, in 
1969, 35 counties and districts showed in- 
creases in the crude birth rate and general 
fertility rate, 30 showed increases in the total 
fertility rate while the gross reproduction 
rate rose in 28 areas. The reason, once again, 
for no increases in the child-woman ratio, is 
the method of constructing the index. That 
is, the index measures fertility over a period 
of five years, not one year. 

A geographical analysis reveals that coun- 
ties which experienced increases in fertility in 
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Table XIX — Directional Movements in Fertility, Counties and Districts, 1969 


Crude General Total Gross Child/ 

Birth Fert. Fert. Reprod. Woman 

Rate Rate Rate Rate Ratio Total Avg. 
os 35 35 30 28 0 128 25.6 
over 1968 
a 16 19 24 26 54 139 27.8 
over 1968 
No Change 3 0 0 0 0 3 6 
Total 54 54 54 54 54 270 54 
1969 tended to be concentrated in the changes between 1968 and 1969 were rela- 


northern and central parts of Ontario, as well 
as in the Niagara area and south-western 
Ontario. Counties in the southern Georgian 
Bay and Lake Huron areas, as well as the far 
western portion of Ontario continued to ex- 
perience declining fertility. In the eastern 
portions of Ontario, no trend was evident in 
either direction. 

In spite of the direction of fertility move- 
ment, changes during 1969 tended to be 
small for most counties and districts. Further- 
more, since differences between 1968 and 
1969 figures did tend to be small, caution 
should be used in interpreting directional 
changes. Rates are based on estimated popu- 
lations, and even a small error in population 
could change the direction of some rates. In 
summary, 1969 was not a year of rapid 
changes in fertility. 


Regions, 1961-1969 

During the period 1961-1969 the ten eco- 
nomic regions of Ontario demonstrated fer- 
tility trends which followed patterns some- 
what similar to the provincial rates. 

Table XX shows the total fertility rates 
for each economic region from 1961 to 1969. 
All regions demonstrated a marked decline 
in fertility over these years. While North- 
eastern and Northwestern Ontario were con- 
sistently highest during this period, these two 
regions experienced the largest declines in 
fertility, with the Northeastern region declin- 
ing by 39.5 per cent from 4567 in 1961 to 
2761 in 1969, and the Northwestern region 
declining 37.7 per cent from 4477 in 1961 to 
2789 in 1969. Central Ontario remained the 
region with the lowest fertility rates until 
1968 when Eastern Ontario became lowest. 

Three regions, Niagara, Lake Erie and 
Northeastern, showed increases in fertility in 
1969 over 1968 levels. All remaining regions 
showed a decline. For most regions however, 


tively small. 

In summary, the districts, counties, regions 
and sub-regions of Ontario exhibited declines 
in fertility during the 1960’s. Declines began 
slowly, reaching a peak in about 1966 and 
slowed up again in 1968 and 1969. On the 
average, fertility declined 30-35 per cent 
during the period 1961 to 1969. 


Rural-Urban Differences 

During the period 1961 to 1969, marked 
differences in fertility existed between pre- 
dominantly rural counties and predominantly 
urban counties. Table XXI shows the total 
fertility rates for urban and rural counties 
during 1961-1969 as well as weighted aver- 
ages for each year and the total period. For 
each year the rural county rates were higher 
than urban county rates, with the differences 
in averages ranging from 10 to 25 per cent. 
Between 1962 and 1968, years in which both 
rural and urban county fertility averages de- 
clined, the differences between the rates 
decreased. In 1969 however, the average 
rural rate increased, and again the gap be- 


Table XX — Total Fertility Rates, Regions, 1961-1969 


tween rural county fertility and urban coy 
fertility widened. 

The highest rates among the urban co 
ties were in Peel, which averaged 3301 ¢ 
the nine-year period. These rates were 
lower than the lowest of the rural rates - 
average of 3337 in Huron County. Over 
nine-year period rural county fertility a 
aged 18.6 per cent higher than urban cox 
fertility. Although this evidence does 
prove conclusively the demographic hypot 
sis that rural fertility is higher than ur 
fertility, it does indicate that for the provi 
of Ontario counties which are predominai 
rural do have higher levels of fertility t 
counties which are predominantly urt 


VI— THE FUTURE 


The Province 

Recent levels of fertility for the provines 
Ontario indicate that the decline in ferti 
sO prominent in the middle 1960’s, may 
ending. The total fertility rate declined. 
than one per cent between 1968 and 1 
while the crude rate actually rose 1.2 
cent, reflecting both the levelling off of 
tility and an increase in the proportior 
females in the early childbearing years 
appears that provincial fertility may ren 
close to current levels over the next 
years. With regard to the age specific rate 
is possible that the older age groups (30: 
35-39, 40-44 and 45-49) will continue 
show small declines. The age group 2S 
showed an increase in fertility between 1 
and 1969, and it is likely that further. 
creases can be expected within this categ: 
The performance of the 15-19 age grou 
not likely to change significantly. It is in 


Regions 1961 1962 1963 
Eastern Ontario 3841 3846 3791 
Lake Ontario 3983 3818 3733 
Central 3430 933352...3338 
Niagara BRPAl “Beyey! cy) 
Lake Erie 3664 3651 3508 
St. Clair 392919 S841 937305 
Midwestern Ontario 3813 3843 3785 
Georgian Bay 4086 4047 3949 
Northeastern Ontario 4567 4544 4339 
Northwestern Ontario 4477 4281 4033 
TOTAL ONTARIO 3742 3689 3618 


1964 1965 1966 1967 1968 1 
3607 3000 2701 2487 2350 2 
3598 3119 2782 2555 2399mmm 
3249 2935 2685 2482 2351 7: 
3381 3131 2776 2492 22840 
3357 2912 2688 2516 -23740mmI 
3561 3394 2998 2710 2645 7%) 
3658 3348 2982 2708 2622mmI 
3777 3320 2808 2688 se2aem { 
4133 3644 3110 2881 2749 4) 
3736 3446 3244 2908 2801 4! 
3475 3125 2790 2567 2434 | 


le XXI — Total Fertility Rates, Urban and Rural Counties, 1961-1969 


Jominantly Rural Counties 


a 


inty 1961 1962 1963 1964 1965 1966 1967 1968 1969 Avg. 
ce 4727 4659 4468 4371 4134 3275 2960 2918 2733 3805 
an Bio 1257 OL 4036 3195 131162840: 319593217 3431 
idas 3921 4181 3747 3826 3379 2707 2952 2528, 3000 3360 
agarry 4533 4797 4510 4727 3839 3773 3225 3112 2617 3904 
dimand 4357 3855 4036 4068 3326 3049 2620 2607 2860 3420 
on 4148 4296 4082 3698 3350 2857 2605 2493 2506 3337 

ox& Addington 3793 3894 3807 3918 3377 3055 2819 3037 2731 3381 
koka 3924 4044 3849 3470 3099 2460 2244 2323 2660 3119 
y Sound 4537 4706 4501 4084 3668 3096 3084 2605 2792 3675 
icott 4435 4641 4311 4200 3798 2993 2506 2413 2472 3530 
ghted Average 4266 4320 4146 4016 3543 3019 2752 2687 2717 
rall 9-Year Weighted Average = 3496 
lominantly Urban Counties 
nty 1961 1962 1963 1964 1965 1966 1967 1968 1969 Avg. 
eton 3543 3568 3533 3356 2691 2562 2423 2318 2206 2911 
x 3747 3736 3685 3563 3510 3112 2793 2638 2612 3266 
-oln 3442 3549 3408 3453 3140 2802 2493 2316 2416 3002 
dlesex SOIREE OG leslie zine 2573 4236252229 2261-22881 
ario 3892 3740 3495 3764 3287 2833 2537 2331 2434 3146 
4059" 4012) 381243734 3365. 2912 2630) 2573 2614 ' 3301 
erloo 66935677 36053527 3345° 30507 2721, 2579, 2608 -3201 
land 3609" 3532-3501 3245 31432797 2539. 2279, 2318 ~2996 
itworth 3454 3497 3430 3325 3057 2718 2439 2223 2240 2931 
« 3324 3264 3256 3166 2871 2634 2453 2317 2269 2839 
ghted Average 3485 3451 3398 3301 2984 2716 2496 2349 2332 
rall 9-Year Weighted Average = 2946 
ii Difference — Rural Weighted Average: Urban Weighted Average 

Pee4 253182201 21.66 18:73 11:16 10.26 14.39°16.51 


j 


4 age group that changes are most diffi- 
to forecast. This is the age group most 
‘ted by changes in marriage rates, spacing 
tices, etc. It is likely that any large 
iges in fertility will be found in this age 
ket. 

he crude birth rate and the general fer- 
‘rate will probably continue to increase 
itly, reflecting the increasing proportions 
emales entering the childbearing ages. 
total fertility rate and the gross repro- 
ion rate should remain relatively stable. 
child-woman ratio, however, will con- 


Cent Difference — Rural Overall 9-Year Weighted Average: 
Urban Overall 9-Year Weighted Average — 18.67 


tinue to decline, reflecting not only the de- 
clines in fertility over the past five years, but 
the increasing proportion of females 15-49 
as a result of the high levels of fertility in the 
late 1940’s and early 1950's. 

As mentioned in Chapter IV, the low 
rates of fertility during the 1960’s will result 


“in reduced numbers of females in the child- 


bearing years 15-20 years hence. 

Table XXII indicates that at 1961 crude 
birth rates, a total of 754,838 females would 
enter the childbearing years between 1976 
and 1984, if mortality and migration were 
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disregarded. In actual fact, however only 
622,438 females will be available to enter, 
due to the reduced fertility during the 1960’s. 
As a result of this reduced cohort of women 
entering the childbearing years during this 
period, the rate of Ontario’s population 
growth through births can be expected to 
decline. This, in turn will slow the rate of 
population increase over this period. Al- 
though females enter the childbearing years 
at age 15, their most productive years are 
20-30. Therefore, the largest effect of this 
reduced cohort will be seen in the years 
1980-1989, when this smaller cohort of 
women will be in their most fertile period. 

Table XXIII indicates population projec- 
tions for the years 1971-1991. These projec- 
tions are based on constant migration and 
fertility rates and slightly declining mortality 
rates. Under these conditions it would be ex- 
pected that the rate of population increase 
would continue to rise each year. In truth, 
however, the rate of increase shows a small 
decline during the period 1981-1986 and a 
larger decline between 1986 and 1991. 

This decline in the rate of population in- 
crease must be attributed to smaller cohorts 
of women moving through the most produc- 
tive childbearing years —a direct result of 
the low fertility rates of the 1960's. 


Counties and Districts 

Fertility rate changes in the counties and dis- 
tricts of Ontario are more difficult to forecast 
than provincial rate changes. It is not likely 
however, that large changes in fertility can 
be expected in more than a few counties or 
districts. Districts such as Muskoka and 
Manitoulin showed sudden large increases in 
fertility between 1968 and 1969. However, 
it is difficult to forecast whether these sudden 
increases will continue. Compounding the 
problem is the fact that many counties, be- 
cause of their population size, have only a 
small number of births from which to calcu- 
late rates. Manitoulin, for example had only 
202 total births in 1969. A small number of 
births either way could greatly affect the 
rates. In general, however, it is probable 
that for the majority of counties and districts, 
fertility changes will be quite small. Reduced 
cohorts of women resulting from low fertility 
rates in the 1960’s will have similar effects 
on the counties and districts of Ontario, as 
on the total province. 


An Analysis of Fertility Trends in Ontario 


Table XXII — Expected Number of Females Entering Childbearing Years, 1976-1984 


(Migration and Mortality Excluded) 


Females 


Females (At Actual Crude Birth Rate) 

Year (At 1961 Crude Birth Rate) (1961-1969) 
1976 TG.GLT (58a)> 76,877 (25.3)! 
1977 HEARING 75,979 (24.6) 
1978 79,716 75,400 (23.9) 
1979 81,561 74,090 (23.0) 
1980 83,492 68,897 (20.9) 
1981 85,619 64,364 (19.0) 
1982 87,932 61,958 (17.8) 
1983 89,864 61,428 (173) 
1984 91,660 63,490 (17.5) 
TOTAL 754,838 622,483 


Icrude birth rate 


VII — CONCLUDING SUMMARY 

The purpose of this study has been to 
examine the levels of fertility for the coun- 
ties and regions of Ontario. Since a discus- 
sion of future provincial fertility levels is not 
the prime concern of this monograph, refer- 
ence to the effect of changing social values 
on fertility has been kept to a minimum. It 


must be realized, however, that in today’s 
society, with modern birth control methods 
available to all, fertility may not so much be 
in the hands of economics or of chance, but 
dependent upon the changing social norms 
of family life. That is to say, the decision to 
have a child or not will rest more and more 
with an individual’s perception of his ideal 


Table XXIII — Population Projections, 
Ontario, 1971-1991 


Average 
Yearly 
Projected Percentage 
Year Population! _Increase 
1971 7,550,200 
1976 8,121,400 1.51 (1971-19 
1981 8,767,400 1.59 (1976-19, 
1986 9,461,900 1.58 (1981-19 
1991 10,147,000 1.45 (1986-19 


1See: Preliminary Population Projections 
Ontario, 1971-1991, Economic Analysis Brar 
Economic and_ Statistical Services Divisi 
Department of Treasury and Economics. 


family size and less and less with econor 
dictates or with chance. In any study 
future fertility, therefore, more account m 
be taken of such things as desired family s: 
desired age at marriage, the possibilities 
trial marriages, sterilization, etc. In shi 
the relationship between society and ferti 
cannot be overlooked. 


ility Rates for Ontario Regions, 1961-1969 


Bee Soecific Rat Crude General Total Gross Child/ 
, ei Cit Fertility Fertility Reproduc- Woman 
ons 15-19 20-24 25-29 30-34 35-39 40-44 45-49 Rate Rate Rate tion Rate Ratio 
TERN ONTARIO 
60.3 240.1 222.0 142.8 1652 24.9 1.8 25.4 109.7 3,841 1,856 519 
: 60.4 240.4 2223 143.0 76.3 24.9 1.8 Doel 109.2 3,846 1,868 20 
55.6 243.0 218.1 142.3 73.6 24.3 Te 24.5 106.1 3,791 1,853 pial 
50.5 222.9 214.9 137.4 70.5 22.9 22 23.4 100.7 3,607 1951 497 
46.4 rSi.5 75:5 116.2 59.7 19.0 1.6 19.7 84.1 3,000 1,460 477 
) 46.6 162.8 153.9 101.9 55.8 ae iS 18.0 76.6 2,701 1,305 455 
42.9 155.6 148.5 86.9 48.0 14.3 1.8 16.9 qARS 2,487 1,208 .428 
) 41.7 148.3 144.6 325 39.0 12.6 is 16.4 68.5 2,350 BI52 399 
) 41.2 139.1 144.7 81.3 39.5 14 iba 16.3 67.4 2,292 is eufi| 
‘E ONTARIO 
70.0 269.2 222.4 137.4. Tea) 232 1.6 23.9 110.3 3,983 1,976 548 
67.1 158.1 DAS. 2 17 69.7 D2 5 22-6 104.3 3,818 1,859 544 
61.0 265.0 204.0 131.0 64.6 19.2 17 21,7 100.6 o733 1,824 Sou 
56.7 245.5 204.3 124.3 65.6 21.9 192, 28.0 96.5 3,598 iss 520 
l.6 DIT 174.0 109.6 Se3 19.8 1.8 18.3 Soy. 3,119 tf o2 5 501 
53.7 180.2 1582 93.6 Bree ron 2.4 1657 75.8 2 1,338 473 
46.0 175.1 145.1 84.5 42.5 16.9 8 15.6 70.3 De eSeYs) 17233 446 
| 48.3 161-3 142.3 75.8 37.6 13.6 fi 15.0 67.1 2,398 1,184 416 
48.6 161.0 144.8 Theyedl 34.3 12.6 9 15.3 67.7 2,390 1,164 389 
TRAL 
| 68.1 2125 197.8 126.5 62.3 17.4 1.6 25.3 101.6 3,430 1,670 459 
66.5 207.5 193.3 123.6 60.9 1720 1.6 24.3 98.5 3.052 1,627 .465 
| 60.0 205.9 195.7 127.8 59.7 GES 1.0 24.1 ST ied 3,338 1,631 .465 
| 61.8 196.1 190.3 124.5 58.9 17.0 el 385 95.0 3,249 1,572 457 
| 62.0 170.6 172.0 ia alee 55.0 14.6 1.0 Ze 86.1 2,935 1,424 446 
60.9 158.1 15525 OTF 49.6 14.3 ire 19.8 79.2 2,685 1,318 422 
| Soe 149.8 145.4 89.1 43.9 11.8 8 18.7 74.0 2,482 Poi 398 
| 51.2 1422 140.0 84.8 40.9 10.2 9 18.1 70.9 Doo 1,138 e/g) 
| 49.4 139.5 141.6 83.9 37.4 9.3 i 18.1 70.4 2,309 27. 349 
GARA 
| 64.0 228.6 203.7 125.6 6257 18.0 1) 23.4 99.6 So vall eae .489 
64.3 229.6 204.6 126-2 63.0 18.1 5 one 99.1 8537) 1,718 .490 
| 55.4 226.6 206.2 1272 60.5 18.6 8 22.6 96.5 3,477 1,669 .488 
| 62.7 D221 199.7 1232 59.4 ie 15 22.0 937 3,381 1,631 x Wid) 
| BD. 7 2015 182.1 datl6 57.6 16.4 1.3 2055 87.3 3,131 15351 .463 
57.0 173.9 166.4 93.0 49.4 14.8 a 18.5 76.8 2,776 17355 .440 
51.6 161.5 148.4 81.7 42.6 11.8 8 16.7 TAD 2,492 1,206 .414 
| 46.4 145.4 137-7 TI 39.5 9.3 1.0 15.9 65.9 2,284 1,100 387 
47.3 148.2 145.9 744 36.4 9.4 vy 16.5 Gia. ZoiS 023 362 
E ERIE 
| 74.2 238.3 209.6 124.0 65.0 20:3 1S) 24.1 PO 501 3,664 1,784 494 
73.9 237.5 208.9 123.6 64.8 20.2 t3 2521 103.5 5,05 I 1,774 496 
! 64.4 236.4 194.5 124.6 60.9 19.7 1.0 22.8 99.5 3,508 1,678 494 
: 56.2 213.9 203.4 120.6 58.1 17.8 133 21.8 94.9 557 1,644 483 
| ES 184.3 sa 99.5 53.4 15.4 tlt 19.2 83.1 2.912 1,405 .468 
56.4 163.0 t597 93.3 50.7 13.4 it 18.0 77.4 2,688 1,293 .446 
| p21 154.7 152.9 84.9 45.9 11.9 8 173 73.4 2516 1,230 .420 
| 48.5 153.6 149.8 75.4 BS 9.5 5 16.7 70.4 2,314 1,170 391 
47.8 152.9 154.7 82.7 35.4 9.6 6 17.4 2S 2,419 1,176 366 
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Fertility Rates for Ontario Regions, 1961-1969 


Crude General Total Gross Child/ 
Age Specific Rates Birth Fertility Fertility Reproduc- Woma 
Regions 15-19 20-24 25-29 30-34 35-39 40-44 45-49 Rate Rate Rate tion Rate Ratio 
ST. CLAIR 
1961 64.5 260.9 219.4 1375 ee 24.0 poy: 25.0 | ba Ga 3,929 1,937 541 
1962 63.0 255.0 214.5 134.4 ISS RS PLD: 24.1 107.7 3,841 1,900 540 
1963 54.5 245.4 DANI 132.8 72.9 23.9 il Parad 103.8 3,739 1,809 O38 
1964 54.2 230.3 203.7 126.4 deel 22e3 1.6 Diplep) 98.9 3,561 1,745 520 
1965 60.8 OM ETS L952 118.4 65:2 19:5, 1.9 21.4 94.8 3,394 1,626 502 
1966 60.4 196.3 169.5 97.4 56.3 18.6 1.1 19:3 85.0 2,998 1,457 478 
1967 5510 185.9 iy 84.0 46.6 15.6 et ERS 78.1 2,710 1,304 450 
1968 5226 180.1 161.2 82.8 39.9 11.6 8 17.8 76.9 2,645 1,256 420 
1969 523 180.2 158.5 79.1 37.8 11.4 a 18.0 76.8 2,600 1,261 393 
MIDWESTERN ONTARIO 
1961 62.9 243.1 15s 140.1 es 26.5 12 24.2 108.1 ey cot is) 1,861 524 
1962 63.4 245.0 217.0 141.2 74.1 2087 2 24.2 108.6 3,843 1,885 526 
1963 56.8 243.0 PUIG IE 142.2 67.9 24.4 1.4 23.6 106.0 3,785 1,860 52a 
1964 55.8 2322 214150 136.3 10-2 24.3 bi 23.0 102.8 3,658 1,782 le 
1965 58.0 208.2 LOS), 118.7 65.2 2189 1.9 21.4 95.0 3,348 1,637 502 
1966 54.2 183.6 172.8 107.1 59.9 175 1.4 19:5 83.7 2,982 1,437 481 
1967 49.3 168.6 158.4 98.5 50.5 a1, 6 18.1 78.7 2,708 1303 454, 
1968 45.2 163.3 163.6 90.6 46.5 14.2 9 17.9 77.0 2022 1,292 423 
1969 47.2 161.9 165.2 92.0 41.1 12.6 1.0 18.2 vaLG 2,605 270 396 
GEORGIAN BAY 
1961 733 276.0 22071 139.0 78.8 Pag | 2.8 22.8 110.5 4,086 1,965 542 
1962 712.6 273.4 218.0 137.6 78.1 26.8 2.8 PION) 108.0 4,047 2,008 541 
1963 60.5 PAURSEGE 216.1 136.2 723 24.4 1.6 2163 103.9 3,949 93) 536 
1964 58.1 256.5 21378 13271 68.0 25.0 1.9 20.3 99.0 30 1,811 522 
1965 53.6 23031 187.8 110.0 60.5 20.0 1.9 17.9 87.2 3,320 1,607 504 — 
1966 5237 186.9 146.7 97.7 56.5 19.8 1.3 15.6 Tey) 2,808 376 477 
1967 50.1 174.3 (Deke) 95.1 48.0 i333 12 cP O28! 2,688 E315 449 
1968 48.5 ERS 152.1 80.7 45.8 Pa te? 14.8 70.0 2,560 H238 419 
1969 oles) 174.0 159:2 76.2 37.0 1D 1.0 t5e2 1s ke2 2,555 1,241 39a 
NORTHEASTERN ONTARIO 
1961 85.9 297.0 243.6 160.3 OM? 33.3 2.0 ei | 138.4 4,567 22a 645 
1962 85.5 2O5:5 242.4 159.5 90.7 33.1 2.0 30.2 135:3 4,544 2329) .640 
1963 69.8 284.3 240.1 153.8 86.7 30.9 2.1 DSS) P2712 4,339 2,103 .630 
1964 61.2 272.6 Za 2 146.2 81.8 30.2 2.4 26.7 £19.77 4,133 2023 .610 
1965 62.3 235.5 199.4 129.8 74.0 alee, pees) Rie) 105.3 3,644 1,809 585 
1966 63.6 200.9 168.7 106.9 58.6 21.0 23 20.3 90.7 3,110 1,530 561 
1967 64.0 193.2 153.0 93.4 54.1 17al 1.4 19.4 85.5 2,881 15395 5298 H 
1968 61.6 198.0 143.0 84.1 44.3 1 Fs) ied 19.0 82.9 2,749 acy) 493 |) 
1969 59.3 190.6 156.5 83.7 46.6 14.5 1.0 19.5 84.0 2161 1,341 461 
NORTHWESTERN ONTARIO 
1961 99.2 289.9 233.6 155.8 83.1 29.1 4.6 28.5 128.6 4,477 2,207 585 
1962 94.9 Zl as 223.4 149.0 79.4 27.8 4.4 26.9 lve ea 4,281 2,089 582m) 
1963 70.8 263.8 231:5 134.6 76.9 26.6 23 25:0 M13 2 4,033 1,956 ST 
1964 63.9 244.6 20535 P25 daa 25:8 2.8 Dies G2 104.3 3,736 322 Jae 
965 67.4 223.4 1353 120.3 66.1 24.0 2.6 25 96.5 3,446 1,677 3g 
1966 65.6 203.0 179.4 112.4 63.4 Pee | 1.8 20.4 95.1 3,244 1,567 509 
1967 69.4 191.8 t57.3 94.8 49.5 16.8 1.9 18.9 83.9 2,908 1,409 479 
1968 60.9 192.5 154.7 87.7 46.8 16.2 1.4 18.6 81.5 2,801 1,392 447 
1969 59.2 19122 164.9 84.6 41.5 LSet 3 18.9 82.1 2,789 1,369 418 
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tility Rates for Ontario Regions, 1961-1969 
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Crude General Total Gross Child/ 


Age Specific Rates | Birth ‘Fertility Fertility Reproduc- Woman 
sions 15-19 20-24 25-29 30-34 35-39 40-44 45-49 Rate Rate Rate tion Rate Ratio 
TAL — ONTARIO 

mm 6 69.5 P08 e216) 1342 69.8 21.9 1.6 25.3 10820 93.742, 11-804 508 
me CGA. 229079 210.55. 133.9 © 65.6 21.9 1.4 24.6 105.6 3,689 1,796 511 
3 «StC«0.3 2e37) me 208:1 «133.1 662 witthe Sb 23.9 102.9 3,618 1,759 508 
me (57.8 BIO 79) 2024 1286 64.6 20.4 1.6 23.0 98.6 3,475 1,686 499 
me. 58.3 192.9 180.6 1145 593 17.8 1.5 20.9 890 3,125 1521 486 
(S74 171.3. 160.2 98.8 52.8 16.2 ies 19.0 80.3 2,790 1,361 467 
jm (53.4 162.0 149.2 88.6 45.9 134 1.0 17.8 TA18 ae ,567 en t247 427 
i 50.1 155.1 145.0 83.0 41.1 11.5 1.0 ie Ti 2434m 184 398 
9 49.2 152.2 148.4 62:3 nes 10.7 8 17.5 TP ea 373 
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Selected Economic Indicators | 
Leading Indicators 


Average Weekly Hours Worked in Manufacturing, Ontario (Seasonally Adjusted) 


New Orders in Manufacturing Industries, Canada (Seasonally Adjusted) 


Commercial/ Institutional and Industrial Construction Contracts, Ontario (Seasonally Adjusted) 


new series 


Trend Cycle 


Housing Starts in Centres of 10,000 Population and over, Ontario (Seasonally Adjusted at Annual Rates) 


—— Monthly 
Quarterly 
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Coincidental and Lagging Indicators 


Average Yield of 3-Month Treasury Bills, Canada (Last Wednesday of the Month, Not Seasonally Adjusted) 


Employment, Ontario (Seasonally Adjusted) 


Unemployment Rate, Ontario (Per Cent of Labour Force, Inverted Scale, Seasonally Adjusted) 


Index of Motor Vehicle Production, Canada (1961 — 100, Seasonally Adjusted) 
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Canada and the Exchange Rate 
Portable Pensions — The Ontario 
Approach 

Population Growth in Ontario 
Whither the Tourist Industry 
Uranium and Nuclear Energy 
in Ontario 

The Structure and Concentra- 
tion of Ontario Manufacturing 
and Its Relative Position in 
Canada 

The Forest-Based Industries of 
the Northeastern Ontario 
Economic Region 

Economic Developments in the 
Department of Highways 


(Annual Review) 

Tobacco — Ontario’s Major 
Cash Crop 

Canada’s Requirements for New 
Business Machinery and 
Equipment from 1965 to 1975 
Some Impressions Arising from 
the First Year of Operation of 
the Ontario Development 
Agency 

Ontario Labour Markets, 
1953-1963 

The Approach of Regional 
Analysis 

The Niagara Economic Region: 
Present Characteristics and 
Prospects of the Future 

The Development of Forestry 
Policy 

An Index of Economic Health 
for Ontario Counties and 
Districts 

Preliminary Indexes of 
Production in Ontario 

A Pilot Study on Regional 
Labour Income in Ontario 

The Growth and Development 
of Primary Iron and Steel 

in Ontario 


Oil and Natural Gas in Ontario 


Ontario Regional Population 
Projections 1961-1986 
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1967 
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Nov.-Dec. 


Significant Economic Changes 
in Agriculture 

The Growth and Development 
of the Furniture Industry 

in Ontario 

The Institutional Investor and 
the Securities Market 

The Growth and Development 
of the Motor Vehicle Industry 
in Ontario 

Perspective on Recent Price 
Movements in Canada 

The Background of Federal 
Unconditional Grants to the 
Provinces 1867-1887 

A Progress Report on the 
Economic Atlas of Ontario 
Educational Achievement 
Levels in Ontario 
Concentration and Competition 
in Ontario’s Fluid Milk Industry 
(Annual Review) 


Opportunity through On-the- 
Job Training 

The Development of Ontario’s 
Textile Industry 

“The New Economics” and the 
Province of Ontario 

Progress Under the Automotive 
Free Trade Agreement: 

Some Comments 

Ontario’s New Housing Program 
Economic Education 

The Distribution of Personal 
Income in Ontario and the 

Ten Economic Regions 

Canada and the U.S. Guidelines 


(Annual Review) 

Fertility and Population Growth 
in Ontario 

Soybeans in Ontario: 
Production, Utilization and 
Prospects 

Population Migration to and 
from Ontario 

Towards a Theory of Provincial- 
Municipal Grants 

Ontario’s Demand for Industrial 


and Agricultural Machinery 
to 1976 
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The Economy in 1967 


Trade Liberalization and the 
Forest Industries 


Potato Marketing in Ontario 
Budgetary Constraints to Pol 
Development 

The Pattern of Consumer 
Expenditure at Provincial an 
Regional Level 
Development of Information 
Flows for Economic and 
Financial Policy Formulatior 


Preliminary Population 
Projections for Ontario 
1971-1991 

The Solemnization of an 
Institutional Marriage (or the 
joining of the ‘Treasury’ with 
“‘Economics’) 

The Reform of Taxation and 
Government Structure in 
Ontario 

St. Lawrence Seaway — Impi 
oh Ontario 

Air Pollution and the Utiliza 
of Natural Gas in Automobil 
Vehicles 

An Analysis of Population 
Growth Trends in Ontario 


The Input/Output Structure 
the Ontario Economy 
Economic Aspects of Enviro 
mental Quality for Ontario 
The Public Sector and 
Economic Policy 

Design for Development: 
The Toronto-Centred Regio 
Geocoding — A Technique i 
Development of Urban 
Information Systems 

The Development of Ontaric 
Economic Accounts 


Tax Reform and Small Busi’ 
Special Supplement— An 
Econometric Model for the 
Ontario Economy 

Price Changes 1961-1970: 
An Economic Analysis 
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The Ontario Economic Review is prepared 
and edited bimonthly in the Economic 
Analysis Branch of the Economic and 
Statistical Services Division, Department 

of Treasury and Economics. The review 
presents articles of interest as well as current 


information on economic activity in Ontario. 


Signed articles reflect the opinions of their 
authors and do not necessarily represent 
the views of the Department. 
Subscriptions can be obtained free of 
charge by writing the Editor, Ontario 
Economic Review, Department of 
Treasury and Economics, Frost Building, 
Queen’s Park, Toronto 182, Ontario. 


About the Review 

The feature article for the July/August 
edition of the Ontario Economic Review is 
based on Budget Paper B, Provincial- 
Municipal Reform: A Progress Report, 
contained in the 1971 Annual Budget 
Statement of the Hon. W. Darcy McKeough, 
Treasurer of Ontario and Minister of 
Economics. 

The article provides a complete progress 
report of the Ontario government’s long-term 
program of reform in provincial-municipal 
finance and property taxation. Property tax 
increases between 1967 and 1970, for 
example, decelerated to almost one-half their 
annual rate of growth in 1960-67, and in 
1971 no increase in education taxes and only 
a moderate increase in municipal taxes is 
expected. This substantial improvement has 
been due almost entirely to increased 
provincial grants. Without this ongoing shift 
in financing from local governments to the 
Province, an additional $461 million in 
property tax revenues would have been 
required to maintain local services in 
1971-72. New reform measures in 1971-72 
will require $78 million. 

The article was prepared under the 
direction of Dr. T. M. Russell in the Taxation 
and Fiscal Policy Branch, Policy Planning 
Division of the Department of Treasury 
and Economics. 


‘Indicator Charts, Pages 17-19 


Fluctuations in aggregate economic activity 


— commonly used to define business cycles 


do not necessarily correspond with fluctua- 


tions in the individual activities which mak 


up the aggregate. Instead different indicato 


of economic activity may vary with respect 


to both their rates of growth and the timing 


of their peaks and troughs: some may 
grow more rapidly than others, some 
change direction sooner. 

Those activities which tend to assume 
a direction in advance of the aggregate — 
because they relate to future rather than 
present production — are referred to as 
leading indicators, and are widely used to 
anticipate the short-run future course of th 
overall economy. The charts on pages 17-1 
in the Ontario Economic Review present 
a number of these leading indicators, as we 
as several which are coincidental to or 
lag behind the aggregate, to provide for 
the reader an opportunity to make 
such an evaluation. 

While comparisons of the timing and 


direction of general changes in the various. 


indicators can readily be made, great care 
must be exercised in making such a 


comparison of the amplitude of fluctuatior 


Of the three vertical scales used — ‘A’ 


(arithmetic) and ‘L 1’ and ‘L 2’ (logarithi 
scales with one and two cycles respectively 


over a given vertical distance) — only the - 
logarithmic scales can be used to compare. 
relative changes in different indicators. An 
this applies only when all series being 
compared are on the same logarithmic 
scale. In such a situation all parallel lines _, 
represent equal rates of growth, the exact | 
rate of growth being determined by | 
the slope of the line. 


cen a a 
he Ontario Economy 


| FEDERAL BUDGET AND TAX 
7ORM BILL 


1971 federal budget, together with the 
mment’s tax reform proposals was pre- 
2d to the Canadian Parliament by 
nce Minister E. J. Benson on June 18, 
L. The budget is intended to be expan- 
ary, to restore business confidence and 
lerate consumer spending as soon as 
ible. Moderate tax relief and an escala- 
of the federal budgetary deficit to three- 
ters of a billion dollars are the key 


ires. 


ighlights of the budget include: 


asic individual tax exemption increased 
» $1,500 from $1,000 and to $2,850 
om $2,000 for married couples, effective 
mm 1, 1972; 

apital gains tax to be imposed at per- 
mal tax rate of one-half of the gains, with 
alf of any losses deductible; 

ederal gift and estate taxes abolished 
ie 31, 1971; 

eneral corporation tax rate to be im- 
ased at 50 per cent in 1972, reducing in 
ages to 46 per cent in 1976; 

hild-care expenses to be permitted as 
2ductions up to $500 for each child 
ader 14, to $2,000 maximum per family; 
yecial exemption of $650 to be granted 
» those 65 or older, the disabled and 
lind, replacing $500 exemption at age 70; 
eduction of up to $150 a year to be 
2rmitted as employment expense without 
sceipts: 

imits raised on deductions to be per- 


| 


titted for pension and retirement plan 
me utons : 

orporations to be permitted to deduct 
iterest paid on borrowings to buy shares 
1. other corporations; 

hree-year holiday for new mines and 
ther allowances to be abolished in stages 
nd replaced by earned depletion and 
ther tax concessions; 

Inrealized capital gains to be taxed at 
ixpayer’s death, but private houses ex- 
mpted; 

mall businesses to be taxed at 25 per 
ent on the first $50,000 of income; 

ax dividend credit for shareholders of 
vanadian corporations to be increased to 
ne-third from 20 per cent; 

‘hree per cent surcharge on personal and 
orporate income taxes to be removed 
uly 1; 


e Fifteen per cent excise tax removed im- 
mediately on television, radio, hi fi and 
other electronic equipment; 

e Taxpayers with less than $500 taxable 
income exempted from tax, effective July 
E199 1: 

e Guaranteed income supplement payments 
to old age pensioners removed from tax- 
able income retroactive to Jan. 1, 1971; 

e Budgetary deficit for fiscal 1971-72 esti- 
mated at $750 million on revenue of 
$13.66 billion and expenditures of $14.41 
billion. 


The Tax Reform Bill presented by Finance 
Minister Benson represents a major change 
from the proposals advanced in the 1969 
white paper on tax reform. Almost every 
proposal that had met with substantial op- 
position has been altered. The key proposals 
of the white paper — the integration of per- 
sonal and corporation taxes, taxation of 
capital gains at full rates, five-year revalua- 
tion of common shares, and the intended 
distinction between widely held and closely 
held corporations have been eliminated as 
has the plan to allow small corporations to 
be taxed as a partnership. The following 
summary outlines the major features of the 
new Tax Reform Bill: 


Capital Gains 

One-half of capital gains will be included in 
income and taxed at normal personal or cor- 
porate rates. One-half of capital losses will 
be deductible by all taxpayers against one- 
half of capital gains. Individual taxpayers 
may also deduct up to $1,000 of capital 
losses against other income. The deductions 
may be made in the current year, preceding 
year or in any number of subsequent years 
until losses are fully absorbed. Generally, 
gains will be taxable and losses deductible 
when the asset is sold, given away as a gift 
or upon the death of the taxpayer. Capital 
gains will be deferred on gifts or bequests 
between spouses. 

Valuation day will be announced after it 
has passed, in order to avoid speculation. 
Only gains after valuation day will be taxed 
and then only if the realization occurred 
after 1971. Valuation day will have no 
application to an asset acquired after the new 
system commences. No taxpayer will be 
required to report any information to the 
Department of National Revenue on valua- 
tion day. Gains and losses at the start of the 
system will be measured against the actual 
cost of assets or their value on valuation day. 


Only real gains after the start of the new 
system will be taxed and similarly, only real 
losses will be deductible. For example, a 
decline in an asset’s value which is a return 
to its original cost will not be deductible. 

Gains on the sale of a taxpayer’s principal 
residence (but not on the sale of second 
homes such as cottages), together with up 
to an acre of surrounding land will be ex- 
empt. More than one surrounding acre may 
qualify for exemption if the owner proves 
that the land is needed for use and enjoyment 
of his residence. 

As an alternative to the complete exemp- 
tion of a farmers house and one acre, he may 
choose a $1,000 annual deduction from 
gains on the sale of his house and all his 
farm property. 

No tax is to apply where the proceeds from 
the sale of personal property are less than 
$1,000. Where the proceeds exceed $1,000, 
the greater of $1,000 or the cost of the assets 
may be deducted from the proceeds and 
record keeping will not be required. 


Corporations and Shareholders 

The basic features of the present system of 
taxing corporations and their shareholders 
have been retained, with some modifications. 
The White Paper proposal of an integrated 
system will not be established. 

The general rate of tax is to be 50 per 
cent in 1972. This will be reduced annually 
by one percentage point to 46 per cent in 
1976. The Canadian-controlled private cor- 
poration is to be taxed at the rate of 25 per 
cent on the first $50,000 of business income. 
(“Business income” being defined as profit 
from active financial commercial, industrial 
or professional business). The low rate will 
cease to apply once a corporation has accu- 
mulated taxable income of $400,000. This 
accumulation is calculated by adding each 
year’s taxable income after the start of the 
new system and by deducting four-thirds of 
taxable dividends paid to shareholders. This 
deduction cannot be made for dividends 
which occasion a refund. The present rules 
for determining associated corporations are 
retained to assure that the low rate is not 
applied to more than $50,000 of business 
income by a group of selected companies. 

When income taxed at the low rate is used 
by the corporation for non-business purposes, 
for example, investment in marketable securi- 
ties, an additional tax is payable at the rate 
of one dollar for each two dollars so used. 
This tax would be refunded when the funds 
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are reinvested in business assets or paid out 
to shareholders as dividends. Cash and short 
term notes are not included as ineligible in- 
vestments and will not attract this special tax. 

Dividends received by a public corpora- 
tion from another corporation continue to 
be tax exempt unless paid out of a designated 
surplus of a controlled corporation. 

Dividends received by a private Canadian 
corporation from another Canadian corpora- 
tion are subject to two rules: 


(1) dividends from controlled corporations 
(more than 50 per cent ownership), 
and 


(2) dividends from portfolio investment 
(ownership less than 50 per cent). 


Dividends under (1) are tax exempt unless: 


(a) they are paid out of designated surplus, 
in which case the recipient is taxable, or 


(b) the dividend paid by a controlled cor- 
poration results in that corporation 
qualifying for a refund of tax in which 
case the receiving corporation pays a 
special fully refundable tax equal to 
the refund. 


Dividends under (2) are subject to a special 
33.33 per cent fully refundable tax. 


One-half of a capital gain realized by a 
private corporation is to be included in its 
income and one-half is to be placed in a 
capital gains surplus account. Distributions 
out of that account are to be tax free. Tax 
paid on the one-half of the capital gain which 
was included in income is refundable to the 
corporation when it pays dividends. 

Simplified rules for distributing corporate 
surplus are introduced, by allowing the direc- 
tors to specify the type of surplus out of 
which a cash dividend may be paid. After the 
start of the new system, corporate surplus 
will consist of (1) ‘1971 undistributed in- 
come on hand”, (2) “1971 capital surplus”, 
(3) one-half of capital gains realized after 
the start of the system, and (4) the remain- 
ing balance made up of after tax income 
earned since the start of the system and 
differences between “tax” income and “ac- 
counting” income. A special tax of 15 per 
cent may be paid on all or any part of 
(1) above, the remaining 85 per cent can 
then be distributed tax-free. This distribu- 
tion would reduce the opening value of the 
shares for capital gains tax purposes. Capital 
gains relating to pre-1972 transactions can 
also be distributed tax-free. This distribution 


will similarly reduce the opening value of the 
shares. 

In the area of business and property in- 
come the following entertainment and related 
expenses are to be disallowed: amounts paid 
to maintain or operate a yacht, camp, lodge 
or golf course facility; membership fees or 
dues in clubs which provide principally din- 
ing, recreational, or sporting facilities for 
members. Allowed expenses include reason- 
able entertainment expenses and conventions 
(two per year if at a location consistent with 
the territorial scope of the organization). 

The present system of depreciation is to 
continue with the following modifications: 


(1) When a depreciable asset is bequeathed 
to someone other than the spouse the 
beneficiary takes over the property half- 
way between fair market value and 
original cost as a depreciation. 


(2) Each rental building costing $50,000 
or more will be placed in a separate 
capital cost allowance class for recap- 
ture and terminal loss purposes. 


(3) A loss created by capital cost allow- 
ance on the rental of real property may 
reduce other rental income but not nor- 
mal rental income. 


(4) Carrying charges (interest and property 
taxes) on undeveloped real property 
will not be deductible from other in- 
come where the property is being held 
as an investment. 


These charges will be added to the cost 
of the property. 


Taxpayers in the professions will be re- 
quired to report income and expenses on an 
accrual basis for fiscal years ending after 
December 31, 1971. Because of the difficulty 
in valuing unbilled time, work in process 
need not be brought into income unless the 
taxpayer chooses to do so. Accounts receiv- 
able at the start of the new system will be 
brought into income over a number of years, 
but at least 10 per cent of such deferred in- 
come must be taken into earnings each year 
on a cumulative basis. 

For farmers and fishermen basic herd and 
straight line depreciation is to be phased out. 
Livestock farmers will be able to establish a 
basic herd at December 31, 1971 and any 
gain thereon will be tax free. No additions to 
the basic herd may be made after that date. 
When livestock is sold after December 31, 
1971, the sale may be considered as out of 


the basic herd or the other herd, subjec 
special rules. 

For hobby farmers the present $5, 
limitation will continue. In addition, 
amounts of interest and property taxes 
deducted because of this limitation may 
applied to reduce any proceeds on even 
sale of the farm. 


Personal Income 

Existing special taxes and deductions ar 
be replaced by a single schedule. These 
clude the old age security tax of four 
cent, the social development tax of two 
cent and the special tax reduction on b 
tax limited to $20. The four per cent tay 
foreign investment income is to be cance 
and the three per cent surtax will not ay 
in197 2: 

Provincial taxes are to be calculated ; 
percentage of total federal tax. The 1 
standard rate of provincial tax will be 30 
cent of total federal tax. 

The result of the new rate schedule ar 
standard 30 per cent provincial tax will 
combined rates ranging to 61.1 per cent. 

All taxpayers claiming the married exe 
tion and with income solely from wages. 
salaries will pay less tax than at pres 
Taxpayers claiming the single exemp! 
with only employment income, will pay 
tax on incomes under $8,000. No sit 
status taxpayer above this level will hay 
tax increase of more than $78 on his | 
ployment income. 

A number of new items are to bec 
taxable. To be taxed as income are: 


(a) one-half of capital gains; 


(b) payments under an income mainteng 
insurance plan to which the emple 
has made a contribution, the contri 
tions made by an individual since 1 
to be deductible from any payment 
receives; | 


(c) allowances paid under the Adult oO 
pational Training Act, not incluc 
the portion for personal or living. 
penses while away from home for 
training; 


: 
(d) allowances paid under the Textile ' 
Clothing Board Act; 


| 


(e) scholarships, fellowships and bursa): 
with a $500 exemption; and | 


(f) amounts contributed on an employ: 
behalf under a public medical care p’ 
! 


mployees receiving unemployment in- 
nce benefits for part of a year may have 
ed substantial income during the rest of 
year. Benefits received are to be taxable 
contributions are to be deductible. 

rsonal exemptions are to be raised to 
00 from $1,000 for a single taxpayer, 
‘to $2,850 from $2,000 for a married 
ayer. 

he existing formula for reducing the 
ried exemption as the wife’s income in- 
es is to be changed. If a wife has income 
ore than $250 a year, her husband will 
ce the $1,350 exemption claimed for her 
me dollar for each dollar of the excess. 
1e has income of $1,600 or more, both 
yand and wife will file as if they were 
le. 

n unmarried person, including a widow 
‘idower, can claim the married exemption 
supporting a brother, child or other rela- 
‘if that person lives in the taxpayer’s 
ie. A taxpayer claiming the married 
nption in these circumstances cannot 
m the $300 or $550 deduction for the 
2ndant as well. 

he $300 exemption for dependants under 
16 and $550 for dependants 16 and over 
' be maintained. However, the $300 
nption will be reduced by one dollar for 
1 two dollars of the dependant’s income 
«cess of $1,000. The $550 exemption will 
educed by one dollar for each dollar that 
dependant’ s income exceeds $1,050. 

‘he special exemption of $500 for indi- 
rals age 70 and over will be increased to 
0 and will be made available to all tax- 
ers age 65 and over. 

he special deduction of $500 for indi- 
1als who are blind or confined to a bed or 
elchair is to be increased to $650. 

the standard deduction of $100 for medi- 
‘expenses and charitable donations is to 
ontinued. 

\mounts contributed by an employer on 
alf of his employees to a public medical 
> plan will be a taxable benefit to the 
dloyee. This will not include payments for 
red employees. 

Aedical expenses for which an individual 
been reimbursed under an insurance plan 
Not to be treated as medical expenses. 
’remiums paid by an individual to non- 
ernment medical or hospital plans are to 
classed as deductible medical expenses. 
Che list of deductible medical expenses is 
be increased to include payments to a 
ool or other institution for the care and 


training of mentally or physically handi- 
capped or disabled persons, including those 
with special learning disabilities. 

There is to be a deduction for child care 
expenses of up to $500 for each child under 
age 14, with a maximum of $2,000 per 
family. This is in addition to the general de- 
duction for children as dependants and will 
normally be claimed by the mother. 

A deduction is to be permitted for ex- 
penses of caring for a child over age 14 and 
who is dependent because of mental or physi- 
cal infirmity. 

The deduction may be taken by the father 
if he is a widower, or divorced or separated. 
He may also take the deduction if the mother 
is incapable of caring for herself or children, 
or if she is confined for 14 days or more to a 
bed, wheelchair, hospital, mental hospital or 
prison. For such periods the father’s deduc- 
tion is to be limited to a maximum of $15 
per week for each child to a total of $60 per 
week, subject to the overall limitations of 
$500 per child or $2,000 per family. 

Qualified child care expenses include 
baby-sitting costs, day nursery care, and up 
to $15 a week (not exceeding $500 a year) 
towards lodging paid at schools and camps. 
Amounts paid to dependants of the taxpayer 
or to relatives under age 21 will not qualify. 
Receipts bearing the social insurance number 
of the individual who performed the services 
must be retained. 

The child care expense deduction cannot 
exceed two-thirds of the earned income of 
the parent making the deduction. 

A deduction for employment expenses of 
up to three per cent of income from an office 
or employment, to a maximum of $150 a 
year, is to be permitted. No receipts are to 
be required. 

The employment expense deduction is not 
to be permitted to a salesman, who may de- 
duct expenses incurred in earning commis- 
sions. An individual who holds an elected 
office may take the deduction only to the 
extent that it exceeds any tax-free expense 
allowance he may receive. Elected members 
of school boards, boards of education and 
other elected officers may exclude one-third 
of their total remuneration as an expense 
allowance in the same way as members of 
provincial legislatures and elected municipal 
officers. 

Income for purposes of the employment 
expense deduction is to include wages, salary 
and taxable benefits received from an em- 


ployer, and adult training allowances and 
research grants. It is not to include income 
from a pension or retirement plan, remunera- 
tion as a corporation director or unemploy- 
ment insurance benefits. 


Finance Ministers Meeting — July 12-13 
In a recent statement to the Ontario Legis- 
lature the Hon. W. Darcy McKeough re- 
ported briefly on the topics discussed and 
the progress made at the latest federal-pro- 
vincial meeting of the Ministers of Finance. 
Tax reform, the economic situation and in- 
tergovernmental fiscal arrangements were the 
major items on the Ontario agenda. 

On tax reform, Mr. McKeough presented 
a statement outlining Ontario’s views and 
reactions to present on the new federal in- 
come tax legislation. In his statement the 
Minister raised four major concerns about 
the content and thrust of the federal tax 
reform program: 


e The new federal tax system does not go 
far enough towards providing incentives 
to encourage greater Canadian invest- 
ment and participation in Canadian busi- 
nesses. Ontario therefore, is prepared to 
do more along these lines on its own, with 
its own taxes. 


e The complete withdrawal by the federal 
government from gift and death taxation 
beginning in 1972 raises serious problems 
of equity and revenue maintenance for 

~ the provinces. Ontario’s concerns about 
this potential gap in the Canadian tax 
structure were shared by all the other 
provinces. Accordingly, it was agreed to 
refer this matter and the similar matter of 
provincial resource taxation to the Con- 
tinuing Committee of Officials to explore 
ways in which future provincial tax actions 
could be harmonized. 


e The new federal legislation persists with 
the exemption approach to tax relief rather 
than adopting the more imaginative and 
effective method of tax credits. Yet, nearly 
all provinces are in favour of the tax 
credit approach, which was advanced and 
fully documented in Ontario’s papers and 
studies on national tax reform. Mr. Ben- 
son agreed, however, to look at this mat- 
ter, particularly the possibility of incor- 
porating provincial tax credits within the 
national tax collection machinery. The 
Ontario Department of Treasury and 
Economics will be setting out complete 
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details of the kind of property tax and 
sales tax credits Ontario favours and 
exploring with the federal government 
ways to implement such a credit system 
within the new income tax framework for 
the benefit of Ontario taxpayers. 


e The new federal tax reform appears to 
have been designed completely indepen- 
dently of related reforms in unemployment 
insurance and family allowances. Since it 
is the combined impact of reforms in all 
three areas which determines the inci- 
dence of burdens and benefits on Cana- 
dian families, Ontario has strongly urged 
an integrated and coordinated overall 
approach to reform. The apparent failure 
by the federal government to follow this 
logical approach has produced a number 
of serious anomalies in overall incidence 
as well as significant disincentives for 
families to earn more income at some 
points on the income scale. These equity 
anomalies and disincentive effects were 
documented at the meeting by Ontario in 
a short paper containing pertinent tables 
and examples. Mr. Benson has agreed to 
study the Ontario paper and any further 


details on this important consideration 
which are brought forward. 


The second important agenda item dealt 
with the state of the economy. Mr. McKeough 
summarized Ontario’s views in a short state- 
ment to the conference. Essentially, the 
Province’s assessment indicates that the econ- 
omy is moving on a recovery path, but that 
this recovery will take place only gradually. 
Comments by the federal Minister of Finance 
appear to confirm this assessment. Mr. 
Benson, however, would not set out what are 
the federal targets for full employment and 
optimal economic performance over the next 
18 to 24 months, even though this was ex- 
plicitly asked for by some provinces. There 
was a general concern about the value of the 
Canadian dollar and its depressing effect on 
industrial sectors reliant upon exports, such 
as the pulp and paper industry. 

Major discussion of fiscal arrangements 
centred around a new equalization arrange- 
ment for the coming five years. Mr. Mc- 
Keough reiterated Ontario’s basic support 
for this important program to help poorer 
provinces but called attention to two related 
considerations: 


a) Huge federal equalization payment 
poorer provinces are largely finance¢ 
of Ontario and this has created a |] 
fiscal drag on our economy. The 
federal withdrawal from Ontario p 
ably exceeds $2.3 billion this year. 


b) The federal equilization program sh 
be integrated with and take into ace 
other federal programs directed to po 
provinces, particularly the regional 
nomic expansion program which 
spends over $400 million per year 
wards this objective. 


In any case it was agreed to recomn 
to the First Ministers that a new five 
equalization agreement be approved, in 
porating a number of technical impr 
ments over the existing formula. 

There was little discussion on other 
pects of fiscal arrangements, such as 
post-secondary education fiscal transfer 
cost-sharing programs generally. It 
agreed to refer these matters and the m: 
of health and welfare joint programs to 
First Ministers, although they are to be 
cussed at another meeting of Finance M: 
ters prior to the meeting of Prime Minis! 
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INTRODUCTION 


creasing demands for social and economic 
rvices and facilities in recent years have 
rained severely the financial resources of 
e provincial and local governments. To 
eet these pressures, the Government pre- 
nted a comprehensive plan for controlling 
e level and distribution of provincial-muni- 
sal tax burdens in its white paper of 1969.1 
is plan involved a series of complementary 
tions across the broad spectrum of federal- 
ovincial-municipal taxation and finance. 
t the provincial-municipal level, it was de- 
med to meet three main objectives. 


Relieve the growing pressure on the prop- 
erty tax by increasing grant support to 
municipalities and school boards, remov- 
ing property tax exemptions and taking 
‘over the local government responsibilities 
for the administration of justice and 
assessment. 


Improve the progressivity of the provin- 
cial-local tax structure directly by the 
introduction of tax rebates to residential 
property owners, followed by selective 
telief to needy pensioners and farmers; 
and indirectly by increasing grants, thus 
financing a larger proportion of local 
government expenditures through the 
more progressive provincial tax system. 


Re-organize and consolidate local govern- 
ments to provide them with an effective 
capacity for planning, to reduce disparities 
in tax bases between municipalities, and 
to improve effectiveness in the delivery of 
municipal services. 


By 1970-71 the value to local govern- 
ents of the Province’s reform measures had 
‘own to an equivalent of $352 million a 
var. The amount of $352 million comprises 
(72 million in property tax rebates, $131.7 
illion in increased grants, $41.1 million in 
duced local expenditure responsibilities 
id $7.5 million generated by the removal of 
‘Operty tax exemptions on university prop- 
ties and mineral processing facilities. In 
idition, natural growth increased basic 
‘ants by $951 million from $329 million 
.1960 to $1,280 million in 1970. The value 
‘ both the reform measures and the basic 
‘ant system will, of course, continue to 
‘ow each year. In 1971-72 the value of the 
form package alone will increase to $461 
tillion. 

These reforms have had two important 
fects. First, they have slowed the annual 
lcrease in property taxes in the period 


Table 1 — Local Government Expenditures for Selected Years! 


($ million ) 


Total Local 

School Board Municipal Government 

Year Expenditures Expenditures Expenditures 
1960 340 625 1,147 
1967 L278 L123 2,401 
1968 1,510 1,280 2,790 
1969 1,714 1,354 3,068 
1970 (est.) 1,950 1530 3,480 

Increase in Expenditures 

1960-70 1,428 905 2,339 
Share of Total Increase 61% 39% 100% 


Source: See Appendix, Table A. 


1Expenditures include current operating costs plus capital expenditures. 


1967-70 to almost half the rate for the first 
seven years of the decade. Second, they have 
reduced property tax burdens on residential 
taxpayers, especially needy pensioners and 
farmers, relative to commercial and indus- 
trial properties, thus increasing the overall 
progressivity of the provincial-local tax sys- 
tem. This article describes in detail and 
quantifies these two important effects. In 
addition, it discusses future directions and 
policies of Ontario’s provincial-municipal re- 
form program. 


II PROVINCIAL-LOCAL FINANCE, 
1960-70 


This section describes the growth and com- 
position of local government expenditures 
during the 1960s and the steadily increasing 
role played by provincial grants in financing 
those expenditures as a result of Ontario’s 
reform program. The change in the structure 
of finance has resulted in a marked slow- 
down in the upward trend of property tax 
levies and rates between 1967 and 1970. 
Also included in this section is a_ brief 
analysis of the value of the total reform 
package in reducing potential tax levies and 
rates. Finally, to put the growth of property 
taxes in an economic and financial perspec- 
tive, they are compared with Ontario’s Gross 
Provincial Product and provincial-local rev- 
enues in Ontario and other provinces. 


Structure and Expansion of Local 
Expenditures 

In the past decade local government expendi- 
tures more than tripled from $1,147 million 


to an estimated $3,480 million. Expenditures 
include both current operating costs and 
capital expenditures incurred by local gov- 
ernments. A breakdown of these expendi- 
tures between the two main spending units 
of local government — school boards and 
municipalities — is shown in Table 1.2 School 
board expenditures increased about 2.7 times 
while municipal expenditures increased 1.4 
times over the decade. Sixty-one per cent of 
the $2,333 million increase in local expendi- 
tures was accounted for by school board 
expenditures. 


1Hon. C. §. MacNaughton, “The Reform of 


Taxation and Government Structure in 
Ontario”, Ontario Budget 1969, Budget Paper 
B, (Toronto: Department of Treasury and 
Economics). This white paper followed the 
extensive examination of provincial-municipal 
finance in the Report of the Ontario Committee 
on Taxation, (Toronto: Queen’s Printer, 1967) 
and Select Committee of the Legislature, 
Taxation in Ontario: A Program for Reform, 
(Toronto: Queen’s Printer, 1968). 


2Ontario’s views on federal-provincial tax 
reform are developed further in Hon. C. S. 
MacNaughton, Ontario Proposals for Tax 
Reform in Canada, and Staff Paper, Effects of 
Ontario’s Personal Income Tax Proposals, 
Ontario Studies in Tax Reform 2, (Toronto: 
Department of Treasury and Economics, 1970 
and 1971). The connection between federal- 
provincial and provincial-municipal tax reform 
is discussed further in Section IV, below. 
3Included in the municipal category are 
expenditures of conservation authorities and 
children’s aid societies. Excluded are expendi-- 
tures of municipal enterprises such as electric 
and water utilities whose annual expenditures 
were estimated to be in excess of $500 million 
during the early 1960s. 
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This expenditure growth is the result of 
dramatic changes in a few key cost and de- 
mand components. Growth in school board 
expenditures reflects primarily increases in 
the average salary of teachers, capital ex- 
penditures and enrolment increases.4 The 
major components of increases in municipal 
expenditures were public works (mainly road 
construction and maintenance), protection 
to persons and property, and social assist- 
ance. ° 


Financing Local Government Expansion 
Local government expenditures, as shown in 
Table 2, increased by $2,333 million between 
1960 and 1970. Ontario Government grants 
have financed 54 per cent of the increase. A 
further 36 per cent has been financed by in- 
creases in net property tax levies® and the 
other 10 per cent through miscellaneous 
revenues and borrowing. 

The impact of the reform program which 
started in 1968 is reflected in the growing 
importance of grants. In the 1967-70 period, 
58 per cent of the increase in expenditures 
was financed by grants as compared with 
only 50 per cent in the period 1960-67. Nine 
per cent of the expenditure increase in the 
1967-70 period was financed by borrowing 


4Between 1960 and 1968 the relative contribu- 
tions to increases in school board expenditures 
were as follows: 


Increase in average salary (including 


superannuation) of teachers 25% 
Capital expenditures 21% 
Enrolment increases 19% 
Plant operation, supplies, 
administration, etc. 18% 
Decrease in pupil/ teacher ratio 9% 
Transportation and interest 8% 
Total Increase in School Board 
Expenditures, 1960-68 100% 
5Between 1960 and 1969 the relative 
contributions to increases in municipal 
expenditures were as follows: 
Public works (roads etc.) 26% 
Protection to persons and property 20% 
Social welfare 16% 
Sanitation and waste removal 10% 
General government 8% 
Interest charges 6% 
Health 2% 
All Other 12% 
Total Increase in Municipal 
Expenditures, 1960-69 100% 


8Net property taxes equal taxes levied by local 
governments less Ontario Government tax 
rebates. 


which was facilitated in large measure by the 
Ontario Education Capital Aid Corporation, 
the Ontario Municipal Improvement Cor- 
poration, and the Ontario Water Resources 
Commission. As grants and borrowing as- 
sumed increasing importance, the role of 
property tax levies in financing expenditure 
increases declined from 45 per cent in the 
earlier period to 26 per cent in the later 
period. 

The increasing importance of grants is 
clearly illustrated in Table 3 and Figure 1. 
The Province’s support of local government 
expenditures over the decade increased from 
28.7 per cent in 1960-61 to 39.8 per cent in 
1967-68. By 1970-71 provincial grants had 
reached a level of 45.5 per cent of local 
government expenditures. Support to muni- 
cipalities increased most dramatically in the 
1967-70 period. 

During the same period, the Province also 
achieved a steady improvement in its degree 
of support of school board expenditures. On 


the standard basis, support to school boar 
increased from 43.9 per cent to 50.8 p 
cent in the 1967-70 period. It should } 
noted that this percentage increase diffe 
from that shown in Table 3 where the cale 
lation includes capital expenditures in fl 
base and vocational school grants plus fl 
Province’s contribution to the teacher 
superannuation fund in the amount of su 
port. Moreover, the grants data in Table 
are for fiscal years ending March 31, where 
the standard basis uses calendar year dat 
Table 4 illustrates the increases in scho 
board support in the 1967-70 period usi 
various measures of provincial grants a1 
school board expenditures. On the broade 
definition of provincial support and scho 
board expenditures, the Province’s level . 
support rose from 46.8 per cent in 1967 
54.3 per cent in 1970. Whichever measu 
is used, however, it is apparent that tl 
Province’s support has increased substa: 
tially since 1967. 


Table 2 — Increases in Annual Expenditures, Revenues and Borrowing of Local Governmen 


1960-70 1960-67 1967-70 

($ million) (%) ($million) (%) ($million) (% 
Tax Levies 843 36 560 45 283 26 
Other Revenue 169 i 94 7 75 a. 
Grants 19254 54 626 50 628 58 
Borrowing! 67 3 —26 —2 93 9 
Expenditures 2,333 100 1,254 100 1,079 100 


Source: See Appendix, Table A. 


1Due to year-to-year fluctuations, increases do not reflect true trends in borrowing. 


Notes: Data in this table are based on the assumption that all Ontario Government tax rebates are 
allocated to school boards and municipalities in proportion to their respective 1969 gross tax levies 


Totals may not add due to rounding. 


Table 3 — Provincial-Local Grants Expressed as a Percentage of Local Government 


Expenditures, Selected Years 


1960-61 1967-68 1970-7. 
School Board Grants!/Expenditures 33.9 48.3 532 
Municipal Grants?/Expenditures 24.4 30.0 35.6 
Total Grants/Expenditures 28.7 39.8 45.5 


Source: See Appendix, Table A. 


Includes 52 per cent of the residential property tax rebates and tax rebates to farmers and 


pensioners. 


*Includes 48 per cent of the residential property tax rebates and tax rebates to farmers and 


pensioners. 
8Estimated. 


Figure 1 — Provincial Government Grants to Municipalities and School Boards, 


Selected Years 
$ Million $ Million 
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Source: Ontario Public Accounts, 1961-1970 (Toronto: Queen’s Printer). 


Figure 2 — Annual Percentage Changes in Net Property Tax Rates, 1964-71 


Per Cent 
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Source: See Table 5. 


‘Net property taxes equal taxes levied by local 
governments less Ontario Government tax 
rebates. 

8By effective tax rate is meant the ratio of net 
property tax paid by the taxpayer to his taxable 
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assessment. See footnote to Table 5 for the 
assumptions made in deriving these tax rates. 
°For a discussion of the progressivity of 
provincial vis-a-vis municipal taxes, see J. A. 
Johnson, Incidence of Government Revenues 


Growth in Property Tax Bases, 

Rates and Levies 

The other main financing component of 
local government expenditures is the prop- 
erty tax. During the 1960s net property taxes 
grew by 148 per cent from $571 million to 
$1,414 million.?7 This growth includes a 
relatively greater increase in school property 
taxes. In fact, net school taxes grew by 184 
per cent whereas municipal net taxes grew 
by 118 per cent. 

It was pointed out earlier how property 
taxes declined in importance relative to 
grants in the 1967-70 period. The signifi- 
cance of this decline is seen in Table 5 
where it is shown that the rate of growth of 
property tax revenues decelerated from 10.3 
per cent annually during the 1960-67 period 
to 7.7 per cent annually in the past three 


years. When this decline is translated into © 


effective tax rates, the change is even more 
dramatic. From 1960 to 1967, local effec- 
tive tax rates rose on average by 5.4 per cent 
annually; in the past three years, 1967-70, 
this trend decelerated to 3.0 per cent an- 
nually. Slower growth in municipal tax rates 
accounted for most of this overall improve- 
ment, although school tax rates have also 
decelerated since 1967. The annual percent- 


age changes in effective tax rates facing — 


Ontario taxpayers are depicted in Figure 2, 


As 


along with forecasts for 1971. On the in- . 


formation available to date, it would appear 
that school tax rates will not increase in 1971 
and may even show an absolute decline. 
Municipal tax rates, on the other hand, are 
likely to rise at about the long-term average 
rate for the past decade. 


Impact of Reforms on Tax Rates and Levies 
The quickening in overall grant support to 
local government is a direct result of pro- 
vincial reform moves which started in 1968. 
These are shown in Table 6. The value of 
these provincial reforms amounted to $352 
million in 1970. Without this large shift of 
funds from the Province to local govern- 
ments, tax levies would have grown from 
$1,131 million in 1967 to $1,766 million in 
1970, rather than the $1,414 million that 
was actually collected. This would have re- 
quired property tax increases of 10.9 per 
cent per year as compared with the increase 
of 3.0 per cent that actually occurred. 


Property Tax Growth in Perspective 

The rapid growth in property tax levies is 
more meaningful when put in the context of 
society’s ability to pay taxes, as measured by 


and Expenditures, Ontario Committee on 
Taxation, (Toronto: Queen’s Printer, 1967), 
also O. E. Nelson “Progressivity of the Ontario 
Retail Sales Tax’, Canadian Tax Journal, 
(Sept.-Oct. 1970). 
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Ontario’s Gross Provincial Product (GPP). 
Between 1960-61 and 1967-68 local reve- 
nues grew slightly faster than GPP, increas- 
ing from a ratio of 4.2 per cent to 4.6 per 
cent. Following the Province’s reform pro- 
gram, however, the ratio of local revenues 
to GPP has dropped back to 4.4 per cent in 
1970. This decline again reflects the increas- 
ing ascendancy of provincial grants over 
property taxes in financing local government 
expenditures and the relative decline in local 
tax revenues. Local revenues were approxi- 
mately 48 per cent of total provincial-local 
own-account revenues in 1960-61, but this 
proportion has been consistently reduced 
until, in 1969-70, it reached 29 per cent. 

The increased level of support to the 
local sector has been financed by the greater 
use of the provincial tax system. Table 7 
shows that provincial tax revenues have 
grown from 4.7 per cent of GPP in 1960-61 
to 10.6 per cent in 1969-70. In 1970 pro- 
vincial transfers to the local sector repre- 
sented approximately 4.5 per cent of GPP, 
of which more than one per cent or $352 
million is directly attributable to the reform 
program. This significant shift of the financ- 
ing burden away from the property tax base 
and toward alternative revenue sources re- 
flects the Ontario Government’s desire to 
enhance the overall progressivity of the 
provincial-local tax structure. Over 40 per 
cent of the Province’s revenues are derived 
from the personal income and general sales 
taxes, both of which have been shown in 
separate studies to be progressive as applied 
in Ontario.? 


Inter-Provincial Comparisons. An interest- 
ing comparison of the relative importance of 
local taxes as a source of revenue for the ten 
provinces is given in Table 8. Two main 
developments are shown. 


e First, local per capita revenues increased 
significantly in each of the provinces dur- 
ing the 1960s. 

e Second, these local revenues declined as a 
proportion of total provincial-local reve- 
nues in each of the provinces. 1!° 


Among all provinces, Ontario recorded 
the second lowest increase in local per capita 
taxes during the period, and by far the lowest 
increase among the central and western pro- 
vinces.11 Although Ontario had the highest 
level of local taxes in 1960 and experienced 
the greatest expenditure pressures associated 
with industrial and urban expansion, by 


10The inter-provincial fluctuations in provincial- 
local revenues are dependent on total provincial 
expenditures, relative tax bases, tax rates, and 
substantial federal equalization payments. The 
per capita own-account provincial-local revenue 


Table 4 — Various Measures of Provincial Support of School Board Expenditures, 1967-70 


ee 


Support Based on Support Based 
Revenue Fund on Total 
Expenditures Expenditures 
1967 1970 1967 1970 

Definition of Provincial Support Per Cent Per Cent 

Legislative Grants 43.91 50.81 36.0 43.4 

Legislative Grants 

52% of Tax Rebates 43.9 56.2 36.0 48.1 

Legislative Grants 

52% of Tax Rebates 

Vocational Unit Grants - — 42.9 50.7 

Legislative Grants 

52% of Tax Rebates 

Vocational Unit Grants 

Provincial Contribution to Teachers’ 

Superannuation Fund — — 46.72 54.02 

Legislative Grants 

52% of Tax Rebates 

Vocational Unit Grants 

Provincial Contribution to Teachers’ 

Superannuation Fund : 
OECAC Interest Subsidization _ — 46.8 54.3 


ee 


Source: Public Accounts of Ontario, (Toronto: Queen’s Printer, 1967, 1970). Unpublished data. 


1§tandard basis for measuring school board support. 
2Except for the fact that grants are for calendar year, data are comparable to those in Table 3. 
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Table 5 — Annual Average Growth Rates in Effective Net Property Tax Revenues and Rates 


a 


Compound Annual Growth Rate 


Per Cent 

1960-67 1967-70 
we ee 
Municipal Tax Rates 4.4 0.9 
School Tax Rates 6.6 Ssif 
Total Tax Rates 5.4 3.0 
Net Property Tax Revenues 1033 Ta 


eS 


Source: Ontario Department of Municipal Affairs, Summary of Financial Reports of Municipalities 
and 1971 Municipal Directory, (Toronto: Queen’s Printer, various years). 


Note: Effective tax rate is the ratio of net property tax paid by the taxpayer to his taxable | 
assessment. In deriving the growth in effective tax rates, a number of simplifying assumptions have 
been made. First, the increase in tax revenues as a result of natural growth in the assessment base 
has been excluded. Second, only one tax rate has been assumed for school purposes and one rate for 
general municipal purposes. In fact, there are two official mill rates, one for commercial and one 
for residential property. Third, the 1970 property tax rebates have been assumed to benefit all 
taxpayers, whereas in fact they have accrued only to residential property owners, farmers or needy 
pensioners. Finally, no account is taken of the mix of residential, farm and commercial properties — 
all of whose tax bases bear different relationships to tax levies because they are generally assessed 
at significantly different proportions of market value. Nevertheless, Table 5 indicates the general 
drift in tax rates over the decade. It should also be noted that increases in the effective tax rates 
of individual municipalities and school boards will vary widely around these average increases. 


shown in the Table tends to be lower for those 
provinces receiving federal equalization 
payments than it would have been in the 
absence of such assistance. 

11Jn 1967, New Brunswick abandoned poll and 


personal property taxes when the province 
took over the major functions of local govern- 
ments: health, welfare, justice and education. 
As a result, it recorded the smallest increase 
in local per capita taxes. 


Te ae 
Table 6 — Value of Reform Policies to Local Government, 1968-69 — 1971-72 1969 its local per capita tax level was among 


($ million ) the lowest in the central and western pro- 
a Csé="inlUS. 
Value of Reform Policy 
Reform Policy 68-69 69-70 70-71 71-72 Ii TARGET GROUPS IN LOCAL 
— TAXATION 
Residential Property Tax 8 109.9 123.8 141.5 150.0 The sBrouinec stretormiciare alee cineca 
Tax Rebates to Needy Pensioners 7 z 14.5 18.0 ducing the regressivity of the provincial-local 
Tax Rebates to Farmers = s 16.0 16.5 tax system through the introduction of pro- 
Increased Percentage Support of School Board perty tax rebates. This section begins with a 
Expenditures! 2. 37.4 114.2 19733 general description of the property tax struc- 
Increased Road Grants - = 14.5 18.2 ture as it existed in Ontario in the 1960s and 
Amortization Subsidies to Municipalities for then analyzes the differential tax burdens 
Sewerage Projects and Water Pipelines _ _ 0.9 0.9 upon various classes of real estate and the 
Increased Support for Reformed Municipal changes in their relative positions over time. 
Govecinents o. - 21 6.8 The contribution of tax rebates to the reduc- 
Reformed Mining Revenue Payments ~ = 7 0.4 tion in relative tax burdens on residential 
Re ered Unciadional Grants a a ‘s i property owners and farmers is also analyzed. ‘ 
Metro Toronto Conservation Authority — _ _ 1.0 The Property Tax Structure 
Assumption of Administration of Justice? 18.0 19.2 20.3 DOV There are really two main property taxes — 
Assumption of the Costs of Property Assessment2 — — 20.8 221 the tax levied on real property (and, by im- 
Removal of Exemption on University Properties = = 25 2.8 plication, on the owner) and the business 
Removal of Exemption on Mineral Processing tax (which is levied on businessmen who are 
Facilities pd Ea 5.0 5.0 occupants of real property). There are also 
Removal of Exemption on Properties of CAATS = = = 0.9 a variety of properties which are assessed but 
Removal of Exemption on Provincial Park SSCP Laon tae aon. 
Properties ~ — — 0.2 The Property Tax Base. Property classes are 
distinguishable either as a result of being 
Total Value of Reforms in Reducing Financial taxed at different mill rates or as a result of 
Burdens on Local Governments 130.6 180.4 Bo25 461.4 being assessed at significantly different pro- 
portions of market value. Thus there are two 
1The value of reform is only that amount of grant attributable to raising the Province’s level of — main property classes: the residential pro- 
support above the 1967 level of 44 per cent. Calendar year data. perty class which is taxed at the low resi- 


?Based on the assumption that municipalities would not have substantially increased expenditures 


on the administration of justice and assessment had they retained these responsibilities. dential mill rate and the non-residential 


property class which is taxed at the higher 


Table 7 — Provincial and Local Government Revenues in Relation to Gross Provincial Product 
($ million) 


ee ree SE oe le ee Se eee ee eee 
1960-61 1964-65 1965-66 1966-67 1967-68 1968-69 1969-70 


Own-Account Local Revenues 648.7 884.5 965:5 9 00/0 5061242.9 wl 267; Jal 4355 


Own-Account Provincial Government Revenues TSE 1346.45) 1591529 1.962:89) 2.310.0° 2,747.0" 3.46041 
Total Provincial-Local Revenues 1,305:898 2,230.99 002,59 7-0 9.3,035,3) 55,0020 64,0147 4.8954 
a a a a I a a a ee 
Ratio of Local Revenues to Total Provincial-Local Revenues 47.6% 39.7% 37.8% 35.3% 35.0% 31.6% 29.3% 
Ratio of Local Revenues to Gross Provincial Product 4.2% 4.4% 4.3% 4.2% 4.6% 4.3% 4.4% 


Ratio of Provincial Government Revenues to Gross Provincial Product 4.7% 6.6% 7.1% 7.7% 8.5% 9.3% 10.6% 


Source: Tax Structure Committee, Government Revenues and Expenditures 1960-61 to 1971-72, mimeo. Unpublished data from the Ontario 
Department of Treasury and Economics. 


Note: Own-account revenues are those revenues levied by the government in question. 
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Table 8 — Inter-Provincial Comparison of Local and Total Provincial Sector Revenues 


1960-61 1969-70 

eS Se eee ee ee 
Per Capita Per Capita Local Increases in 
Property Tax Per Capita Local Revenue | Property Tax Per Capita Revenue as Local Per 
and Other Own-Account as a Proportion| and Other Own-Account aProportion | Capita Taxes 
Own-Account Provincial- of Provincial- | Own-Account  Provincial- of Provincial- | over the Period 
Local Local Local Local Local Local 1960-61 to 
Revenues Revenues Revenues Revenues Revenues Revenues 1969-70 
Dollars Dollars Per Cent Dollars Dollars Per Cent Per Cent Change 

Newfoundland 11 71 1535 29 264 11.0 164 

Pea 26 104 25.0 61 270 2226 135 

Nova Scotia 55 123 44.7 109 367 291 98 

New Brunswick pe ite 38.0 1) 309) 20.9 44 

Quebec 83 193 43.0 168 5104 32.9% 102 

Ontario 106 223 47.5 188 641 293 Ue, 

Manitoba 85 154 35.2 157 513 30.6 85 

Saskatchewan 104 220 47.3 205 560 36.6 97 

Alberta 105 248 42.3 202 651 31.0 92 

British Columbia 101 251 40.2 192 680 28.2 90 


Source: Tax Structure Committee, Government Revenues and Expenditures 1960-61 to 1971-72, mimeo. 


1Provincial property and business assessment taxes included in local revenues where applicable. 
2 Assuming a Quebec basic abatement for personal income taxation of 28% rather than 50%. 
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commercial mill rate. The former class has 
three constituent sub-classes: homes, apart- 
ments and farms. The latter class also has 
three constituent sub-classes: industrial 
(manufacturing), commercial, and “special”. 
“Special” properties comprise certain trans- 
portation and communication properties 
which are partially assessed according to 
statutory rates and constraints. The other 
five sub-classes are generally assessed, on 
average, at significantly different proportions 
of market value within a municipality. More- 
over, identical sub-classes have been gener- 
ally assessed at differing proportions of 
market value among municipalities. 


The Business Tax Base. In addition to the 
general property tax, the occupant of a com- 
mercial or industrial property is further 
assessed for purposes of business taxation at 
some proportion of the property’s normal 
taxable assessment. The proportion varies 
from 140 per cent for distillers to 25 per cent 
for car park operators. !? 


Tax Rates. The residential mill rate in Metro- 
politan Toronto and the regional municipali- 
ties is statutorily set at 15 per cent less than 
that applicable to commercial and industrial 
properties. In other parts of the province the 


12150 per cent and 10 per cent respectively 
prior to the 1968/69 Assessment Act. 


residential and farm mill rates are reduced 
by the value of the municipal unconditional 
grant. In all areas farm and residential mill 
rates for school purposes are set at a level 
10 per cent below the commercial mill rate. 
The resulting difference between commercial 
and residential mill rates is called the split 
mill rate. 


Exemption from Property Tax Liability. 
Local fiscal capacity is reduced to the extent 
that a significant number of properties are 
granted exemption from the liability to make 
payment of taxes and are not liable to com- 
pensating payments-in-lieu of taxes. Such 
properties can be classified according to title 
of ownership as federal, provincial, local, or 
private. In the past, it has been general 
assessment practice to ignore or at best pro- 
vide only a token assessed value for these 
properties. Thus, an accurate estimate of the 
extent of the loss to the local tax base from 
this source is precluded until province-wide 
reassessment has been completed. 


Payments-in-Lieu of Property Taxes. The 
potential revenue loss is to some extent offset 
as a result of the payment of grants-in-lieu of 
prescribed local taxes by the federal and 
provincial governments upon crown and 


crown agency properties. Payments-in-lieu of 
taxes by the Ontario Government and On- 
tario Hydro in 1969 amounted to roughly 
$20 million. 


Relative Tax Burdens on Property 

Classes, 1960-69 

The impacts upon relative tax burdens of 
varying assessed value/market value ratios, 
business taxation and split mill rates are 
shown in the Appendix, Table C. The assess- 
ment/market value ratios for the municipali- 
ties included in the sample indicate that 
homes and farms have traditionally been 
assessed at a lower proportion of market 
value than commercial, industrial and apart- 
ment properties, the latter two classes of 
property having been assessed at approxi- 
mately two-and-one-half times the rate upon 
farms and more than half as much again as 
the rate upon homeowners. When combined 
with the imposition of a business tax and a 
split mill rate, the tax burden upon commer- 
cial and industrial properties is significantly 
greater than the respective burdens upon 
homeowners and farmers. Indeed, the rela- 
tive burden upon industrial properties would 
appear to have been four times that faced by 
a farmer. 


Change in Relative Tax Burdens, 1960-69 
The average assessment/market value ratios 
for each of the main property classes for 
1969 and the relative tax burdens are shown 
in the Appendix, Table D. This shows that 
the ranking of property classes according to 
assessment/market value ratios remains 
virtually unchanged when compared with 
the earlier period, with the exception that 
apartment properties are now assessed at a 
rate slightly below that attributed to com- 
mercial properties. On the other hand, all 
classes now appear on the average to be 
assessed at a significantly lower proportion 
of market value, with the ratios for the resi- 
dential and apartment classes showing the 
greatest declines. 

A summary comparison of the relative 
tax burdens upon the various property 
classes for the period 1960-63 and the year 
1969 is provided in Table 9.13 Even apart 
from the impact of the basic shelter exemp- 
tion introduced in 1968, it can be concluded 
that the relative tax burdens upon home- 
Owners, apartment owners and farmers have 
been reduced relative to commercial /indus- 
trial properties over the nine-year period as a 
result of greater than proportionate reduc- 
tions in their ratios of assessments to market 
values. When the impacts of the residential 
property tax relief and farm tax reduction 
programs are included, the shift of the rela- 
tive property tax burden away from resi- 
dences and farms is even more dramatic. 
The relative burdens upon homeowners and 
farmers are less than one-third and one- 
sixth, respectively, of the burden upon indus- 
trial property. 

The program of selective property tax re- 
lief for needy pensioners, as introduced in 


Table 9 — Indices of Relative Tax Burdens 


Property 
Class 


Commercial AS 
Industrial 100 
Residential 41 
Apartment 66 


Farm 


Source: See Appendix, Tables C and D. 
tAssuming the Farm Tax Reduction Program had been implemented in 1969. 


13For derivation see Appendix, Tables C and D. 
M4To the extent that school property taxes on 
corporations are reduced, and corporate taxable 
income consequently increases, corporate 


100 


1970, reduces the burden upon these tax- 
payers by a further amount. 


IV FUTURE DIRECTIONS 


There are three main thrusts to the future 
development of the Province’s reform in 
provincial-local finance: increasing provincial 
support of local governments, consolidation 
and simplification of the grant system, and 
the securing of a more progressive provincial- 
local tax system. 


Increasing Provincial Support 
The Government has already announced its 
commitment to increase its level of support 
of school board expenditures to 60 per cent. 
However, the costs of moving to 60 per cent 
and beyond are enormous. To have reached 
75 per cent support in 1970, for example, 
would have required an additional $425 
million of provincial funds. To finance this 
amount would have required an additional 5 
points on the personal income tax plus an 
increase in retail sales tax from 5 to 7 per 
cent.!* These facts indicate clearly the extent 
to which the Province’s ability to finance a 
greater share of local expenditures will be 
constrained if it is to hold the line on tax 
rates and fails to secure increased personal or 
corporate income tax abatements from the 
federal government. Sixty per cent support 
is a reasonable objective for the immediate 
future but it may be too low in the longer 
run. The Province will certainly consider the 
possibility of providing even greater support 
when finances become available. 

The Province is also continuing to remove 
property tax exemptions as a means of in- 
creasing its financial support to municipal 


1969 
After Residential After 
Property Tax Farm Tax 
Assuming Reduction Reduction 
No Reforms Program Program! 


100 100 
a, 7d) 
44 44 


income tax revenues will rise. However, the 
largest part of this revenue gain will accrue to 
the federal government. Nevertheless, it is 


estimated that the Province would have gained 


1] 


governments. In 1970 it introduced compen- 
sating grants of $25 per student to universi- 
ties to enable them to begin to pay local taxes. 
As a further development of this policy muni- 
cipalities will be allowed, in 1971, to tax 
properties of community colleges and pro- 
vincial park land. 


Consolidation and Simplification of the 
Grant System 

Except in the case of those services where 
there is a strong provincial involvement and 
where provincial priorities must be main- 
tained, the Province intends to reduce the 
number of conditional grants. The purpose 
of this policy is to enable municipalities to 
spend on the basis of their own priorities and 
to ensure that they have sufficient fiscal capa- 
city to do so. In this context the present col- 
lection of conditional grants (listed in the 
Appendix, Table B) will be carefully re- 
viewed to eliminate as many as possible and 
replace them with increased unconditional 
transfers to local government. 

This reduction in the number of condi- 
tional grants will simplify the provincial-local 
grant system for local administrators. It will 
also generate significant savings as salaries 
and overhead costs related to the administra- 
tion of grants are eliminated. Further, the 
Province will also continue the process of 
simplifying individual grants — as it has done 
this year with library grants. In addition to 
these measures, the Province is implementing 
a common reporting system for provincial, 
local government and local enterprise ex- 
penditures to enhance public understanding 
of the provincial-municipal segment of the 
government sector. 


Towards a Progressive Local Tax Structure 
The development of Ontario’s property tax 
rebate system, together with the complemen- 
tary rebates to farmers and pensioners, has 
increased the progressivity of property taxa- 
tion in two main ways. First, along with in- 
creased municipal and education grants, the 
rebates have worked to control the absolute 
level of property taxation. Second, the re- 
bates have improved the progressivity of 
property taxation by more closely relating 
net property taxes to ability-to-pay.15 

As a further stage, however, Ontario’s tax 
reform policy involves relating property tax 
burdens directly to ability-to-pay through 
selective credits in the personal income tax 
system. The Ontario Government’s proposals 


roughly $25 million in corporation taxes by 
moving to a 75 per cent support position in 
1970. This assumes that the increased support 
level results in lower school property taxes 
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for the use of personal income tax credits in 
controlling the incidence of property tax 
burdens were advanced as an integral part of 
the 1969 white paper on provincial-munici- 
pal tax reform. Under the present federal- 
provincial collection agreement, whereby the 
provincial income tax is collected by the 
federal government, the Province does not 
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have the right to implement selective personal 
income tax credits. In its 1969 white paper 
on tax reform the federal government ad- 
mitted the possibility of allowing Ontario to 
introduce income tax credits to offset the 
burden of other provincial and municipal 
taxes.1® In response to the federal white 
paper, the Ontario Government has devel- 
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oped a series of proposals as part of the 
discussion of national tax reform.1* These 
proposals enumerate in detail the types of 
tax credits envisaged by the Ontario Govern- 
ment, both to make the income tax system 
itself more equitable and to integrate the 
main forms of federal, provincial and muni- 
cipal taxes. 


I 


Table A — Selected Statistics on Financing Local Government 


($ million) 


1960-61 1967-68 1970-711 
School Boards 
Grants NIG 27 Oil 7/5 7/ 1,038.2 
Net Tax Revenues 260.3 555.8 738.0 
Other Revenues iil) 26.0 53) 
Borrowing? TSeS Tat 120.6 
Expenditures 522.0 1275.2 1,950.0 
Municipalities 
Grants 152.4 337.3 545.1 
Net Tax Revenues 310.3 SP 675.9 
Other Revenues 88.1 Love 215.0 
Borrowing? 73.8 43.0 94.0 
Expenditures 624.6 P1227) 1,530.0 


Source: Ontario Department of Education, Report of the Minister of Education, Ontario, (Toronto: 


Queen’s Printer, 1960-69). 


Ontario Department of Municipal Affairs, Summary of Financial Reports of Municipalities, 
(Toronto: Queen’s Printer, 1960-69). 


Dominion Bureau of Statistics, Local Government Finance, cat. no. 68-204, (Ottawa: Queen’s 
Printer, 1960-67). 


Public Accounts of Ontario, (Toronto: Queen’s Printer, 1961-70). 
Unpublished data from Department of Education and the Department of Municipal Affairs. 
1F stimated. 
2New borrowing less repayments. 
Notes: Grants data are for fiscal years ending March 31 whereas net tax revenues, borrowing 
and expenditures are estimated for calendar years. 
Included in other revenues of school boards are the differences between calendar year and fiscal 


year grants. For example, school board grants for 1970 were $10.7 million greater than school board 


grants for 1970-71 and this amount is included in other revenues. Such adjustments are necessary 
to balance calendar year data on expenditures with net tax revenues and borrowing. 

Ontario Government tax rebates are allocated to school boards and municipalities in proportion 

to their gross tax levies. 


gai sa i aa Reg A ns 


rather than increased school board expenditures. 
15For a discussion of how property taxes have 
been related to income (i.e. ability-to-pay) in 
Ontario, see J. A. Johnson, The Incidence of 


Government Revenues and Expenditures, 

op. cit. 

16Hon. E. J. Benson, Proposals for Tax Reform, 
(Ottawa: Queen’s Printer, 1969), Chapter 7. 


17Hon. C. S. MacNaughton, Ontario Proposals — 
for Tax Reform in Canada, op. cit., and Staff 
Paper, Effects of Ontario’s Personal Income 
Tax Proposals, op. cit. 
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Table B — Provincial-Local Conditional Grants, 1970-71 


($ Thousands ) 
Value of Grant 
to All 
Municipalities 
1970-711 
Agriculture 
Warble Fly Control Act 44 
Weed Control Act 12 
Community Centres Act 1,600 
ARDA, Drainage 5002 
Education 


Legislative Grants: 
Ordinary grants including CPP 
Extraordinary grants 
Education mill rate subsidy 
Cost of education of retarded children ars 
Isolate boards 
Boards on tax-exempt land 


Constructing and Equipping Vocational Units 52,000 
Employer Contribution to Teachers’ Superannuation Fund 63,839 
Library Grants 7,670 
Department of Education Act: 
Arena program managers 30 
Community programs of recreation 1,350 


Energy and Resources Management 
Conservation Authorities Act: 
Acquisition and development of land 
Flood control projects 


Flood control engineering study 
: . ; lee 27a 
Recreational development in conservation areas 
Reservoirs 
Administration grant 
Parks Assistance Act 200 
| Health 
The Public Health Act: 
Oral diabetic insulin 94 
Diagnostic laboratory grants 63 
Health units 3 
Boards of health } oe 
Venereal Disease Prevention Act 13 
| Highways 
Highway Improvement Act: 
| Road construction and maintenance 
| DD 
| Bridges and culverts } £2,280 
Connecting links 12,970 
Sidewalks on King’s Highways 80 
Development roads 22,975 
Grants to local road boards and statute labour boards 
in unorganized territory 2,350 
Traffic and planning studies 1,345 


| nr EE LK 
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Table B — Provincial-Local Conditional Grants, 1970-71 (Continued) 

($ Thousands ) 

ee ne ne EEE EEE 
Value of Grant 
to All 
Municipalities 
1970-711 


a eae 


Justice 
Registry Act: 
Clarification of boundaries 20 
Emergency Measures Act 910 


Lands and Forests 


Forestry Act GA 
Wolf and Bear Bounty Act 70 
Municipal Affairs 
Planning Act: 
Urban renewal 5,000 
Survey, design, supervision and maintenance 135 
Drainage Act 3,500 
Municipal Unconditional Grants Act: 
Indigent hospitalization 2,689 
Public Works 
Aid Remedial Works 25 
Municipal Drainage 4 


Social and Family Services 


General Welfare Assistance Act: 
General assistance 
food and clothing 
shelter 
fuel 
special diets 
pre-added budgets 
nursing homes 86,984 
hostels 
foster children 
utilities 
household supplies : 
Special assistance j 
Supplementary aid 
Administration costs 2,200 
District Welfare Administration Boards Act4 _- 
Child Welfare Act: 
Children’s aid societies ] 
operating costs 
capital grants 
children of unmarried mothers 
children from unorganized territory 
child welfare — extra assistance 
Day Nurseries Act 201) 
Homemakers and Nurses Services Act 1,390 


able B — Provincial-Local Conditional Grants, 1970-71 (Continued) 
T 


housands ) 

Value of Grant 
to All 
Municipalities 
1970-711 


eee 
| 


ociall and Family Services (Continued) 
Homes for the Aged Act: 
Maintenance of homes for the aged 
Acquisition or alteration 
_ Capital grants 
Private-home care 
Residents from unorganized territory 
Elderly Persons Centres Act 125 


Miscellaneous Grants 20 
‘ourism and Information 

Establishment and Maintenance of Museums 96 
(rade and Development 

Elderly Persons Housing Aid Act 350 
Cotal 1,365,839 


‘ource: Ontario Department of Municipal Affairs, Provincial Assistance to Municipalities, Boards 
ind Commissions, mimeo (Toronto: Queen’s Printer, 1970); also preliminary estimates of 
lepartments. 

Includes federal share of grants; all amounts are either preliminary or estimated. 

‘Excludes some drainage grants financed entirely by Ontario and some shared by the federal 


20vernment. 
‘Excludes $250 thousand in grants for community health facilities. 


Uncluded in administration. 


Table C — The Local Tax Structure, 1960-63 


Assess- 


ment as Average Index of 

Per Cent Business Relative 
Property of Market Assess- Average Mill Rates Implied Average Tax 
Class Value ment! (1962) Equalized Mill Rates Burdens? 

(Industrial 

Median Per Cent Municipal School Total Municipal School Total = 100) 
Commercial 36 45 38 a 69 127, 1 i 24.8 752 
Industrial 48 45 38 SM 69 Toco 14.9 33.1 1002 
Residential 32 NIL 34 28 62 10.9 8.9 19.8 41 
Apartment 51 NIL 34 28 62 ihe) 14.3 31.6 66 
Farm 20 NIL 34 28 62 8.7 TEA 12.4 26 


Source: Report of Ontario Committee on Taxation, Vol. II, op. cit. 
1Assumed average rate for all types of businesses. 


2Relative tax burdens include the burden of the business tax. 
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Table D — The Local Tax Structure, 1969 


Index of Relative Tax Burdens2 


(A) (B) (C) 

Assess- Following 

mentas Average Residential Following 

Per Cent Business Assuming Property Farm Tax 
Property of Market Assess- Average Mill Rates Implied Average Equalized No Tax Reduction | 
Class Value ment! (1969) Mill Rates Reforms Reduction Program? 
in ee 

Muni- Muni- 

Median PerCent cipal School Total cipal School Total (Industrial — 100) 
ee eee 
Commercial 35 38 44 48 92 155 16.7 3272 81 81 81 
Industrial 43 38 44 48 92 19.0 20.6 39.6 100 100 100 
Residential 21 NIL 39 43 82 8.2 9.0 1752 32 2 20 
Apartment 34 NIL 39 43 82 13.4 14.5 209 pi! 44 44 
Farm 15 NIL 39 43 82 5.9 6.4 12.3 25 19 14 


Oe ee ee ee eee ee 
Source: Department of Municipal Affairs, equalization data. Department of Municipal Affairs, Summary of Financial Reports of Municipalities 196! 
(Toronto: Queen’s Printer, 1970). 

1Assumed average for all types of business. 

2Relative tax burdens on “Commercial” and “Industrial” include the burden of the business tax. 

3Assuming the farm tax reduction program had been implemented in 1969 rather than 1970. 
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About the Review 

The feature article for the September / 
October edition of the Ontario Economic 
Review presents a detailed description of the 
methodological problems that arise in the 
development of a conceptual framework for 
the presentation of national account type 
data at the sub-national level. To provide a 
comprehensive picture of the provincial 
economy two complementary approaches 
have been adopted for the Ontario Economic 
Accounts. This paper describes a system of 
provincial economic accounts based on 

the “domestic” concept and compares it with 
the ‘‘national” set published in the 
November/ December 1970 issue of this 
review. 

The first section of this study outlines the 
conceptual framework underlying the 
“domestic” accounts, while the second part 
describes the estimation procedures em- 
ployed. The last section discusses the sectoral 
accounts and their structural relationships 
in comparison with the set of accounts based 
on the “national” concept. The appendix 
contains annual estimates of the major 
components of Ontario income and 
expenditure for the years 1947 to 1969. 
Development of the “domestic” accounts 
now allows research workers to select the 
aggregate measure most appropriate to their 
particular analytical needs. 

This article was prepared by Patricia S. 
Fromstein, Chief of the Provincial and 
Regional Accounts Section, Economic 
Analysis Branch, Department of Treasury 
and Economics. 


Indicator Charts, Pages 14-16 
Fluctuations in aggregate economic activit 
— commonly used to define business cycle; 
do not necessarily correspond with fluctua’ 
tions in the individual activities which mal 
up the aggregate. Instead different indicat: 
of economic activity may vary with respec 
to both their rates of growth and the timin) 
of their peaks and troughs: some may | 
grow more rapidly than others, some 
change direction sooner. 
Those activities which tend to assume | 
a direction in advance of the aggregate — | 
because they relate to future rather than | 
present production — are referred toas 
leading indicators, and are widely used to 
anticipate the short-run future course of t: 
overall economy. The charts on pages 14-! 
in the Ontario Economic Review present | 
a number of these leading indicators, as v! 
as several which are coincidental to or | 
lag behind the aggregate, to provide for 
the reader an opportunity to make 
such an evaluation. 
While comparisons of the timing and © 
direction of general changes in the variou 
indicators can readily be made, great car’ 
must be exercised in making such a 
comparison of the amplitude of fluctuatic! 
Of the three vertical scales used —‘A’ 
(arithmetic) and ‘L 1’ and ‘L 2’ (logarit! 
scales with one and two cycles respective 
over a given vertical distance ) — only the 
logarithmic scales can be used to compat! 
relative changes in different indicators. A‘ 
this applies only when all series being | 
compared are on the same logarithmic 
scale. In such a situation all parallel lines 
represent equal rates of growth, the exac’ i 
rate of growth being determined by | 
the slope of the line. 


JIRTAX CONTINGENCY PLAN 
{VEALED 
order to support Employment in Canada 
mitigating the disruptive effect on Cana- 
an industry of the imposition of United 
ites import surtaxes, federal Industry, 
ade and Commerce Minister Jean-Luc 
pin has proposed to Parliament an alloca- 
n of $80 million to counter the recent U.S. 
ions. A board to administer the fund is to 
appointed under the special bill with an 
ditional $300,000 allocated to pay the 
ministrative costs. 

The $80 million program would be avail- 
le to firms that exported at least 20 per 
ot of their 1970 production to the United 
ites. The proposal is designed to save in- 
strial jobs with subsidies that would offset 
, to two-thirds of the ten per cent US. 
port surcharge. 

Federal Finance Minister E. J. Benson 
d the commons that the subsidy plan was 
first step to offset the immediate problem 
used by the surcharge but declined to out- 
e the other measures under study. 

The federal government’s first long-term 
alysis of the effects of the surcharge indi- 
te that if it is in effect for three months, 
> direct loss of export sales at annual rates 
uld well approach $400 million; if for six 
mths, the loss could be $700 million; and 
for one year, possibly $900 million. The 
sulting loss of jobs might approximate 
000, 70,000 and 90,000 respectively. 
lese projections are based on an examina- 
nm Of 1,300 firms and further predict that 
out 150 companies would face financial 
in within a year and that between 15 and 
| other firms would move to the United 
ates. 

The legislation emphasizes that the grants 
> to be used to maintain as near full em- 
Xyment as possible, rather than to cover 
les losses that firms might incur because 
- Surcharge raised the price of their goods 
the United States. 

The bill, entitled the Employment Support 
t, Outlines how the $80 million will be 
ministered and the criteria under which 
ocations will be made. Within the general 
idelines set out by Mr. Pepin companies 
plying for assistance will have to meet the 
lowing three criteria: 

Proof must be given that the U.S. sur- 
charge has caused or is likely to cause 
Significant layoffs at the plant; 

It must be shown that at least 20 per cent 
of the plant’s production during 1970 con- 
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sisted of imports now subject to the sur- 

charge; 

e Evidence must be given that the company 
is attempting to maintain production and 
employment at the plant “at a satisfactory 
level”. 

The legislation creates an Employment 
Support Board with a budget of $300,000 to 
administer the fund. The board’s seven mem- 
bers are to be named by the Cabinet. Under 
the bill, three of these members, including 
the board’s chairman, must be from outside 
the government. The act does not set a maxi- 
mum amount for individual grants, but 
makes it clear that the board must be satis- 
fied the size of the grant is not in excess of 
what the applicant needs to maintain a 
satisfactory employment level. 
~ As a safeguard, the board is also author- 
ized to define assistance periods for each 
individual applicant. These periods will be 
the board’s evaluation of the time a specific 
grant should cover. Although industries will 
be assured or refused a grant at the time of 
application, the actual grant will be made 
only at the end of the assistance periods Mr. 
Pepin also stated that generally speaking, 
government policy would limit the size of 
grants to two-thirds of the amount of the 
surtax as it affects individual plants. More- 
over, grants would be calculated on a three- 
month period retroactive to August 16th, the 
date following President Nixon’s announce- 
ment of the surtax. 

The specific $80 million program is set to 

expire at the end of the current fiscal year, 
March 31, 1972 ,although it is to be extended 
if the surcharge is still in effect. While the 
legislation would be put aside when the sur- 
tax ended it provides for enabling legislation 
that might be used again under similar cir- 
cumstances. Thus the act does not refer 
directly to the United States but to the 
“imposition of foreign import surtaxes”. 
_ Commenting on Ottawa’s proposed Em- 
ployment Support Act, Ontario Premier Wil- 
liam Davis said his government welcomed 
the bill and appealed to everyone concerned 
to support the federal government measure 
to ensure that it is “administered with a mini- 
mum of delay and red tape”. 

Premier Davis said that the act looks 
sound and workable at first glance, but added 
that he is preparing to take independent 
action if the federal measure proves to be 
inadequate. “It seems possible that some 
companies that need and deserve assistance 
may not be able to qualify for it under the 


federal legislation, flexible though it is.” The 
Premier went on to state that his government 
is prepared to provide assistance — “‘perhaps 
in the form of low interest loans — for On- 
tario companies that are harmed by the sur- 
charge but not eligible for federal help”. 

Following the announcement of the fed- 
eral government’s measure aimed at counter- 
acting the impact of the U.S. ten per cent 
import surcharge it was learned that the U.S. 
government was considering imposing coun- 
tervailing duties to nullify the effect of the 
$80 million Employment Support Acct. 

Canadian firms that are assisted by the 
federal government’s legislative action to 
provide subsidies to enable the companies 
to make sales in the U.S. could be charged 
with “dumping” in the American market. It 
would be within the power of the USS. 
Administration’ to\ impose additional duties 

//against the products of the subsidy-assisted 

_ Canadian ‘firth’ This would nullify the effects 

‘(of the special legislation. The federal govern- 
ment, however, insists that its program 
should’ not’ be construed as a retaliatory 
measure-against the American surcharge and 
maintains that its only aim is to ensure a 
satisfactory level of employment in Canada. 
Nevertheless U.S. authorities are studying 
the Canadian Bill to see whether it would 
undercut the U.S. program to restrain im- 
ports. 

When asked if the U.S. government would 
take action against Canada if it determined 
the legislation was subsidizing firms to per- 
mit cheap imports into the U.S. the Under- 
Secretary of the Treasury for Monetary 
Affairs indicated that the U.S. administration 
would have no alternative but to take action. 

At the subsequent annual joint meeting 
of the International Monetary Fund and the 
World Bank, United States Secretary of the 
Treasury John Connally announced that the 
U.S. was willing to remove the ten per cent 
import surcharge within a matter of weeks 
in return for tangible progress toward the 
dismantling of specific trade barriers and an 
honest floating of exchange rates. 

In a definite softening of the formerly rigid 
USS. position, Mr. Connally said free market 
forces should be utilized in the process of 
determining new levels for the world’s major 
currencies. He indicated that if other govern- 
ments would confirm their willingness to 
remove artificial impediments to freely float- 
ing rates and would go some way toward 
removing trade barriers within the coming 
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weeks, the United States would be prepared 
to cancel the ten per cent import surcharge. 

While Mr. Connally did not specifically 
itemize the trade matters on which immediate 
progress is sought over the coming weeks, 
it is likely that the U.S. government has 
assembled “bills of particulars” for each of 
its major trading partners. These specific 
barriers will probably be made known in the 
private government-to-government negotia- 
tions expected to get underway very shortly. 

In the bilateral discussions with Canada 
the U.S. will almost certainly call for an end 
to the present Canada-U.S. Automotive 
Agreement signed in 1965. At the time the 
new U.S. economic measures were brought 
down the two governments were in the midst 
of discussions for the purpose of improving 
the auto agreement from the point of view 
of both countries. Following President 
Nixon’s announcements on August 15, the 
talks were broken off. The Canadian federal 
government has indicated its interest in 
resuming discussions but has stated that the 
auto pact is not negotiable as part of the 
conditions for removal of the surcharge. 

The auto pact was designed to achieve a 
greater Canadian input into automotive pro- 
duction and create one North American mar- 
ket for automotive products. In complying 
with the commitments to step up Canadian 
production, U.S. car makers chose to pro- 
duce in Canada a large share of their total 
North American output of compact models. 
Compacts have subsequently become the 
fastest selling models in both the U.S. and 
Canada and the result has been an unex- 
pected increase in car exports from Canada 
to the United States. Moreover, in contrast 
to projections of more rapid increases in 
Canadian than American demand in the 
latter 1960’s, automotive sales have grown 
faster in the U.S. than in Canada in recent 
years. Thus shifts in both production and 
sales have occured, with the result that U.S. 
imports from Canada have grown far more 
rapidly than expected at the time of the 
agreement. Consequently the U.S. claims that 
the transitional period of the auto agreement 
has expired and that there has been over- 
achievement of Canadian value-added in 
terms of the original agreement. 

The United States ran a balance of trade 
surplus with Canada until 1967, but the 
balance then turned toward progressively 
larger deficits. About one-third of the present 
deficit (approaching a seasonally-adjusted 
rate of $700 million in the first seven months 


of 1971) is accounted for by increasing 
Canadian sales of automobiles and parts. 
The U.S. is extremely anxious to make 
removal of the import surcharge conditional 
on removal of the transitional safeguards in 
the 1965 auto pact since the huge trade in 
autos and parts is a separate agreement and 
therefore exempt from the recent surcharge. 
In fact, without renegotiation of the auto pact 
the overall decline in manufactured export 
sales to the U.S. will probably be offset by 
a significant improvement in Canadian ex- 
ports of autos and parts since Canadian 
production should benefit from the removal 
of the seven per cent U.S. excise tax and the 
imposition of the U.S. import surcharge on 
non-North American produced cars. Looking 
ahead to 1972 on the assumption that total 
U.S. demand will be stronger than in 1971 
as a result of the new economic policies, it 
is reasonable to assume that exports of all 
non-affected products from Canada to the 
U.S. will rise significantly. This would result 
in an even greater imbalance in the trade in 
motor vehicles and parts between Canada 
and the U.S. and from the United States 
point of view accentuates the desirability of 
renegotiating the auto agreement. 

The ten per cent “temporary” surcharge 
on dutiable imports will affect approximately 
$2.5 billion of Canada’s present exports to 
the U.S. markets. This represents less than 
one quarter of our present exports to that 
country since the U.S. program exempts 
unprocessed raw materials, goods which enter 
under quotas such as Canadian oil and all 
processed or manufactured exports which 
are duty-free. This includes the trade in 
autos and parts, farm machinery and ferti- 
lizers, all of which have, since the end of the 
war, come under various types of free trade 
agreements with the U.S. The main burden 
of the surcharge will fall upon $1.5 billion 
of Canada’s exports of highly manufactured 
goods — products which already have been 
seriously affected by the appreciated Cana- 
dian dollar. This group includes industrial 
machinery, electrical products, textiles and 
clothing, chemicals, furniture and appliances 
and numerous consumer and industrial pro- 
ducts. Ontario, with its heavy concentration 
of manufacturing, machinery and metal prod- 
ucts industries will likely be most affected 
by the U.S. import duty. Manufacturers 
sending their products into the U.S. markets 
have already been handicapped by a six 
per cent appreciation of the Canadian dollar 
since June of 1970. The addition of a ten 


per cent surcharge and the ten per ( 
investment tax credit (granted only for 
purchase of U.S. made capital goods) 
deal a double blow to our growing machit 
exports. 


DESIGN FOR DECISION-MAKING 
The eighth annual review of the Econe 
Council of Canada strongly urges all p 
cipants involved in government decis 
making to adopt a courageous and futur 
attitude toward improving this increasi 
important function. The processes by w 
this objective can be achieved forms 
central theme of the review. 

The expanded role of government ¢ 
sion-making can be seen in the ligh 
government expenditure. Total governr 
expenditure is following a marked up 
trend —it rose from 31.5 per cent of (¢ 
in 1961 to 35.5 per cent in 1970 — whi 
the same time there have been consides 
changes in its composition and distribu 
Government expenditure has progress: 
outgrown its traditional function of finar 
its regulatory departments and is now he: 
involved in economic, financial and com: 
cial activities. It is with particular re: 
to these activities that the Council str 
the essential need for improved deci 
making at all levels of government. 
New Approaches 
The Council confirms that to date the 
little reliable information on where sc! 
is or where it has been and that this’ 
highly unsatisfactory state of affairs if 
ning for the future is to be carried out! 
similar circumstances. While economic: 
tistics are valuable in monitoring the ma| 
well-being of the country, they are imp! 
indicators for assessing social well-bei 

What is required are social statisti 
indicators which, within defined limits: 
provide some measure of human we! 
However, as the review points out thei 
been no major development of this kit 
Canada. This is the challenge whic! 
Council puts out to the analyst — the crit 
of a meaningful index of social welfare’ 

Ideally this index would reflect coi 
porary needs and could be used as a) 
for a more realistic view of the 1! 
thereby allowing preventative measus 
be made now rather than having to p! 
heavy cost of ill-judged decisions at a | 
date. In this way, the Council is { 
analysts to chart possible futures, si 


Le 


» decision-maker can decide on a more 
ematic framework of national goals. 
{In examining the systems analysis ap- 
yach which looks at the decision-making 
ycess as a whole and also in terms of the 
errelationships of its parts, the Council 
s that this type of analysis is too limited. 
real world of decision-making is far too 
plex to fit within a systems framework. 
e fear is also present that the systems 
ilysis approach could to some degree 
; creativity in the decision-making pro- 
S 


Policy science is looked upon by the 
uncil as a significantly flexible approach 
sncompass the political reality which plays 
najor role in decision-making. It is also 
sidered to encourage a greater degree 
imagination in looking for processes which 
iid improve policy-making. 


itematic Analysis 

e review recognizes that the essential 
ments of systematic analysis are three-fold 
nature. Firstly, objectives must be made 
licit; secondly, the consequences of alter- 
ives have to be weighed carefully; and 
ly, a systematic process for decision- 
King and review has to be set up. In 
King at these fundamentals in present 
ernment decision-making, the Council 
is that they have been most successfully 
lied in the field of budgetary systems. 
e best known example has been the 
ption of the Planning, Programming, 
dgeting System. Here significant advances 
vard systematic and explicit decision- 
King have taken place and this had led 
the creation of an equally important 
imate for change”. However, improvement 
the government decision-making process 
nands comprehensive advances at provin- 
| and municipal levels as well as at the 
eral level. While unable to conduct a 
rough examination of decision-making at 
three levels the Council concludes from 
series of interviews of elected and 
ointed officials that progress in this area 
» been rather uneven and marked by 
ckets of sophistication” at all govern- 
nt levels. 

The review states that systematic analysis 
St not be regarded as a technique to pro- 
€ simple answers to decision-makers’ 
stions, but rather it can provide useful 
mation to aid in the examination of 
blems. Sample survey techniques and 
ater use of computers can help decision- 


makers understand social problems, but that 
understanding of policy analysis will not 
necessarily improve with the proliferation 
of these facilities. 

Cost-benefit analysis can be a useful guide 
in choosing from alternatives, especially 
where benefits can be quantitatively eval- 
uated. This type of analysis is not, however, 
particularly relevant to choosing among 
alternative benefits which are intangible in 
nature. Neither does this method take into 
account questions of a political or distribu- 
tional kind which are inherent in evaluating 
alternative objectives for society. Simply 
increasing total expenditure on social ser- 
vices will not solve the problem. Inequities 
in social services can only be irradicated by 
decisions based on knowledge of distribu- 
tional effects. 


A Framework for Government 
Decision-Making 

Decision-making is defined by the Council 
as “essentially a process of choosing among 
alternatives” and that “it is essential to use 
the widest possible basis of relevant infor- 
mation and apply the best possible analytical 
techniques”. Alternatives are chosen at three 
levels: objective or policy; policy or strategy; 
and programs or tactics. 

Policy objectives must be continuously 
scrutinized to ensure that they do not depart 
from public sentiment, and the process must 
also contain a feedback mechanism so that 
objectives, policies and programs can be 
modified by experience. The Council notes 
the progress which has been achieved, par- 
ticularly at the tactical level, but points out 
that more attention is required at the “higher 
levels” and also emphasizes the need for “a 
more systematic approach to the whole 
decision-making process”. 

Better information and more refined tech- 
niques will help improve judgement but what 
is really required is an improved method of 
examining the choices to be made and this 
can only come about as a result of “a 
continuous, conscious and deliberate weigh- 
ing of alternative actions on the broadest 
possible basis of knowledge and participa- 
tion”. The bases on which government 
decisions are made will have to be made 
available to the public, if decision-makers 
wish to capture the imagination of the public 
and obtain “feedback”. 

Since many of a country’s aspirations are 
abstract in nature and cannot be classified 


into explicit objectives, the Council “‘strongly 
recommends the development of a compre- 
hensive set of statistical measures to monitor 
the changing conditions of our society over 
a broad spectrum of concerns”. 

These measures, termed “goal indicators”, 
should be designed to show aggregate 
changes and distributional effects of specific 
goal areas over time. They are accordingly 
classified into two types, “goal output indi- 
cators”, and “goal distribution indicators’. 
The Council believes that these two types 
of indicators offer significant possibilities for 
sharpening perceptions of society’s needs, 
and that this concept can assist all levels 
of government in better identifying policy 
objectives. 

Decision-making will also be greatly im- 
proved by wider distribution of knowledge 
and information among all participants in the 
decision process. The review is especially 
critical of the extent to which this process of 
broadening and encouraging involvement in 
public policy is taking place. It concludes 
that “by and large, the general public does 
not know, even after the fact, the arguments 
and evaluations on which public decisions are 
based”. 


Conclusions and Recommendations 

The review concludes that the “open, respon- 
sive, and systematic” examination of public 
policy is fundamental to the improvement of 


government decision-making at all levels. 


In order to encourage “wider and more 
pertinent discussion of goals, priorities, 
objectives and effectiveness of government 
policies” the Council recommends that: 


e “Expert private groups and individuals 
participate in the difficult conceptual work 
required for the development of meaning- 
ful indicators; 


e “Universities include more courses on the 
principles, processes and structures of 
government decision-making in their curri- 
cula; 

e “An independent research institute con- 
cerned with the analysis of public policy 
issues be established; 


e “Governments regularly publish and make 
widely available documents discussing cur- 
rent public policy issues and alternatives; 


e “Governments proceed as quickly as is 
prudently possible to clarify the rights 
(and limitations) of the public to access 
to government information”. 
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Since 1969, the Economic Analysis Branch 
of the Department of Treasury and Eco- 
nomics has been engaged in a continuing 
research program to develop time series of 
the components of Ontario’s gross output 
comparable to information available at the 
national level in the Canadian System of 
National Accounts. Estimates generated in 
the course of this project provide a valuable 
tool for quantitative economic analysis and 
form the indispensable data base for the de- 
velopment of econometric models of the 
Ontario economy. 

The development of provincial economic 
accounts requires examination of a number 
of conceptual problems arising only at the 
sub-national level. Within the framework of 
an economic accounting system at provincial 
level, the development of an appropriate 
residence criterion for corporate business 
enterprises is of central significance since two 
basically different definitions of corporate 
residency must be considered. 

One approach preserves the functional 
unity of corporations by using a “national” 
residence criterion, with the effect that a 
Canadian corporation operating in more than 
one province will have all of its establish- 
ments classified as residents of one province 
only. A number of appropriate bases of 
classification for this definitional treatment 
can be developed including head office loca- 
tion, place of incorporation or address for 
filing federal tax returns. A second approach 
advocated in the literature on regional eco- 
nomic accounting can best be described as 
“domestic” and allocates income and output 
of multi-provincial corporations among all 
those provinces in which permanent estab- 
lishments are maintained. Each approach has 
ramifications for the statistical treatment of 
a number of items other than corporate in- 
come — notably, business investment and 
foreign and interprovincial trade. 

Both approaches have advantages and 
disadvantages for particular analytic applica- 
tions. In general, the “national” concept pro- 
vides a more appropriate basis for examining 
interprovincial economic relations, while the 
“domestic” approach focuses on economic 
activity strictly within the geographic boun- 
daries of the province. 

The first set of Provincial Accounts de- 
veloped by the Economic Analysis Branch 
was based on the “national” concept.! In 
order to supplement the information avail- 
able in these Accounts and to provide a com- 


prehensive picture of the Ontario economy, 
the Branch initiated work on a second set of 
income and expenditure estimates based on 
the “domestic” concept. Development of the 
“domestic” accounts allows research workers 
to select the aggregate measure most appro- 
priate to their particular analytical needs. 

This article presents a detailed description 
of the development of the Ontario Economic 
Accounts on a “domestic” basis and com- 
pares them with the “national” set. The first 
section of this study outlines the conceptual 
framework underlying the “domestic” ac- 
counts, while the second part describes the 
estimation procedures employed. The last 
section discusses the sectoral accounts and 
their structural relationships in comparison 
with the first set of accounts based on the 
“national” concept. The appendix contains 
annual estimates of the major components of 
Ontario income and expenditure for the years 
1947 to 1969. 


THE CONCEPTUAL FRAMEWORK 

As in the development of the “national” 
Ontario Accounts, the components of provin- 
cial output were estimated by decomposition 
of data from the Canadian National Accounts 
in order to provide a relatively long run of 
data with minimum time lag. As a result, the 
structural and conceptual framework of the 
Ontario Accounts is determined to a sig- 
nificant extent by the Canadian national 
accounting system and the Ontario “national” 
and “domestic” sets are quite similar in 
format. 

Both sets of Ontario accounts identify six 
sectors: a personal sector; the various levels 
of government in Ontario; the business sec- 
tor; the federal government; the rest of 
Canada; and the rest of the world. As was 
the case with the “national” set, it was felt 
that separate distinction of the three non- 
resident sectors was necessary to allow 
analysis of Ontario’s economic status within 
the Canadian economy as well as the prov- 
ince’s position in regard to federal-provincial 
transactions. 

Most sectors are defined in exactly the 
same manner for both the “national” and 
“domestic” sets of accounts. Thus the per- 
sonal sector comprises all private individuals 
and non-profit organizations resident in On- 
tario as determined by Statistics Canada for 
its provincial allocation of personal income. 
In accordance with current Statistics Canada 


1M. V. Chari and R. H. Frank, “The Develop- 
ment of Ontario Economic Accounts”, 
Ontario Economic Review, Vol. 8, No. 6 
(Nov./ Dec. 1970), pp. 5-17. 


practice, public hospitals are included int 
sector prior to 1961. The Ontario gove 
ment sector is composed of all provincial 
local government departments and agenc 
and public hospitals from 1961 on. Gove 
ment business enterprises are assigned to” 
business sector on the grounds that th 
behaviour responds to different motivati 
from other public operations. 

The treatment of the federal governm 
is identical in both versions of the Onta 
Accounts. Essentially, the federal governm 
is defined as non-resident in Ontario ando 
those transactions between the federal g 
ernment and the various Ontario sectors 
recorded. All relations between the fed 
government and other non-residents of ( 
tario are considered outside the scope of 
Provincial Accounts. 

The major point of departure between 
“national” and “domestic” versions of | 
provincial economic accounts stems fj 
their different definitions of the Ontario b 
ness sector. Both include all unincorporé 
business located within the Province but t 
conceptual treatment of corporate busi 
varies. The accounts on a “national” b 
treat multi-regional corporations as si 
entities and ascribe their total operation 
residence in one province only on the t 
of the address of the District Taxation O 
with which it files federal tax returns. T, 
all establishments of corporations submit 
returns to District Taxation Offices in — 
tario are defined as belonging to the Ont 
corporate sector, regardless of where 1 
production units are actually located. °: 
approach preserves the functional unit’ 
corporations and favors analysis of the 
of corporate decision-making which gene | 
takes place at the head office level for! 
enterprise as a whole. For certain indust: 
especially in the field of transportation, ° 
treatment is more appropriate than a prc 
cial allocation on a geographic basis. ' 
example, it is difficult to conceive of | 
distribution of a trans-national railway } 
operating units. The “national” concept! 
has the advantage of allowing a more m 
ingful distribution of some intersect 
transfers. 

However, there are certain analytic }) 
lems for which provincial data based } 
geographically-determined criterion of , 
dence are more valuable. For some purp* 
“national” measures of provincial in! 
and expenditure may be considered 


en 


wily weighted toward a province with a 
ze concentration of corporate head offices. 
search into the impact of provincial gov- 
ment policy especially may require meas- 
s of economic activity which conform 
ctly to the geographic confines which that 
ernment can affect most easily and di- 
tly. 
Designed as an alternative to the “na- 
al” basis, the “domestic” set of accounts 
ributes corporations to each province in 
ch they maintain a permanent establish- 
at according to the allocation formula 
ised by the federal government for tax- 
ring purposes. This approach is more 
ipatible than the “national” with certain 
ting information such as the geographi- 
y-oriented public and private investment 
yeys published by Statistics Canada and 
1its intentions of expanding the collection 
stablishment-based data series. The “do- 
tic” concept is more closely linked to the 
ario I/O Table and also has the advan- 
- of allowing simplification of certain 
mptions in regard to intersectoral trans- 
oms such as interprovincial wage pay- 
its by corporations. 
he individual components of both sets of 
ario Accounts are essentially similar to 
appearing in the Canadian National 
ounts, but certain conceptual modifica- 
S appropriate to the provincial level have 
1 introduced. One important difference 
veen the Canadian and Ontario Accounts 
Its from the definition of the federal gov- 
nent and residents of other provinces as 
tesidents for Ontario. Ontario’s exports 
imports for provincial accounting 
Oses Must accommodate a number of 
ral-provincial and interprovincial factor 
nents which can be considered as wholly 
nal transactions at the national level. 
enerally, the “domestic” approach re- 
es fewer changes from the Statistics Can- 
conceptual treatment. In contrast to the 
ional” set, there is no need to attempt 
estimation of interprovincial wage pay- 
ts from business when the “domestic” 
ach is adopted because of the geo- 
hically-based definition of the Ontario 
1€ss sector. It can safely be assumed that 
} of labour resident in one province but 
loyed by business located in another are 
nsignificant magnitude. However, the 
nestic” approach still requires an adjust- 
| for wage payments received from the 
‘al government. These wages and salaries 


paid by the federal government to Ontario 
residents must be included in the total of 
Ontario exports to non-residents, 

As in the “national” set of Ontario Ac- 
counts, a departure is made from the Statistics 
Canada treatment of interest on the public 
debt. The Canadian system defines that por- 
tion of interest on the public debt which is 
paid to non-residents as a factor income on 
the grounds that it is not merely a transfer 
of money but represents a potential claim 
on domestically-produced output. Thus, at 
the national level these payments are re- 
corded as part of the income of non-residents 
and are included in the total of Canadian 
imports. 

In the Provincial Economic Accounts, all 
payments of interest on the public debt, 
whether paid to residents or non-residents, 
are treated as transfer payments. Interest 
paid by the Ontario government sector can- 
not be considered as conferring a claim on 
output produced solely in Ontario. Similarly, 
interest on the public debt received by On- 
tario residents from the federal government 
or from governments of the other provinces is 
not regarded as an addition to provincial 
product. As transfer payments, these items 
do not enter into any calculation of Ontario’s 
exports and imports of goods and services. 

The “domestic” Ontario Accounts depart 
from the “national” version in their treat- 
ment of capital formation and inventory in- 
vestment. While the “national” set of ac- 
counts records these items on an ownership 
basis regardless of where the corresponding 
goods are actually located, the “domestic” 
approach with its geographically-based defi- 
nition of the business sector considers only 
those assets physically situated within the 
province. This method conforms to the Sta- 
tistics Canada national accounting treatment 
which defines investment on a domestic basis. 


ESTIMATION PROCEDURES 

Both the “domestic” and “national” versions 
of the Ontario Economic Accounts follow 
Statistics Canada practice and estimate gross 
product using two approaches — one involvy- 
ing an aggregation of incomes received while 
the second measures total expenditures. The 
income approach sums a number of factor 
income receipts plus an inventory valuation 
adjustment to arrive at net provincial income 
at factor cost, which when adjusted for indi- 
rect taxes, subsidies, capital consumption 
allowances and miscellaneous valuation ad- 


justments totals gross product at market 
prices. The expenditure approach aggregates 
all purchases by residents, the value of inven- 
tory investment and Ontario’s trade balance 
to arrive at a gross expenditure total. In order 
to equalize these two measures, the statistical 
discrepancy between them is recorded as a 
“residual” error. 

The Ontario Sector Accounts were devel- 
oped by allocating each transaction appearing 
in the Canadian National Accounts into 
Ontario and non-Ontario portions. For classi- 
fication purposes, all National Accounts 
transactions can be distributed into one of 
three distinct groups: transactions between 
two sectors; transactions between units of the 
Same sector; and accrual items. 

Intersectoral transactions at the national 
level can generally be regarded from either 
the recipient or the disbursing unit’s point of 
view for purposes of provincial distribution. 
This implies that any intersectoral transac- 
tion can be disaggregated into four distinct 
components. Payments made by any Ontario 
sector can be distributed among Ontario and 
non-Ontario residents, while payments of 
any non-Ontario sector can be similarly 
treated as regards allocation among recipi- 
ents. 

As in the development of the “national” 
set of accounts, a two-way classification 
scheme was generally adopted in allocating 
all intersectoral transactions available at the 
national level. For certain items such as per- 
sonal income and its main components, pro- 
vincial distributions were available in the 
National Accounts. However, for others the 
provincial allocation had to be estimated on 
the basis of supplementary information gen- 
erally available in published sources. 

Once the marginal totals were established, 
the secondary distributions were made in 
accordance with auxiliary information con- 
sistent with the “domestic” concept. How- 
ever, the establishment-based definition of 
corporate residence allowed certain simplify- 
ing assumptions to be made, thus reducing the 
number of items for which a complete four- 
way allocation had to be made. For example 
wages, salaries and supplementary labour in- 
come received from business by Ontario 
persons can now be assumed to be wholly 
generated within and by Ontario. 

Transactions within a single national 
sector presented a special problem in the 
development of provincial accounts since 
almost all intra-sectoral transfers are as- 
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sumed to cancel each other at the aggregate 
national level and are not shown explicitly 
in the National Accounts. In both versions of 
the Ontario Economic Accounts, all intra- 
governmental transfers among the provincial 
and municipal governments (and hospitals 
from 1961 on) could be ignored in the con- 
solidated account of the Ontario Government 
Sector. However, transfers received from the 
federal government had to be explicitly in- 
cluded in the revenue of the Ontario govern- 
ments. 

Due to lack of data on interprovincial 
trade, no complete estimate of intra-business 
purchases and sales of goods and services 
could be made on either the “national” or 
the “domestic” concept. While the “national” 
version tries to overcome this problem by 
identifying the value of trade in consumer 
and capital goods, the “domestic” set of 
accounts relegates the net intra-business trade 
balance to the residual. It is hoped that the 
future development of statistical series on 
interprovincial shipments of goods and ser- 
vices collected on an establishment basis will 
allow estimation of the complete trade uni- 
verse compatible with the “domestic” con- 
cept. 

Accrual components, which are transac- 
tions in an accounting sense only and do not 
represent payments between sectors or even 
between units within one sector, were treated 
in essentially the same manner as in the 
“national” set of Provincial Accounts. How- 
ever, modifications were required to ensure 
that the data generated were logically com- 
patible with the establishment-based defini- 
tion of corporate residence. For example, in 
the “domestic” version, the Ontario corpo- 
rate profit item attempts to measure all profit 
earned in Ontario with no attempt made to 
preserve the unity of any given corporation. 
The “domestic” distribution is based on in- 
formation collected by the Department of 
National Revenue in conjunction with the 
processing of corporate tax returns. 

Capital formation, inventory investment 
and capital consumption are also allocated 
on the “domestic” concept with location of 
physical assets as the determining criterion. 
Thus, estimates contained in the Ontario 
Economic Accounts on a “domestic” basis 
are compatible with the provincial distribu- 
tion of private investment provided by Sta- 
tistics Canada. 


THE SECTOR ACCOUNTS 
As in the “national” set, the various inter- 


sectoral and other components are grouped 
to form eight basic accounts for the prov- 
ince. A double-entry bookkeeping system 
ensures that total revenue (or receipts) is 
balanced with total expenditure (or pay- 
ments) for each account. 

The “domestic” sector accounts for On- 
tario conform more closely to the original 
rather than the revised presentation of the 
national accounts. The unrevised format was 
chosen as most susceptible to provincial allo- 
cation because of a number of conceptual 
and statistical limitations which arise in deal- 
ing with the detailed financial flows and the 
separate current and capital accounts of the 
revised format at the sub-national level. 


Current Account: Personal Sector 

The credit side of this account gathers all 
incomes received by or accrued to all 
individuals and unincorporated businesses 
classified as resident in Ontario. The main 
components of personal income are defined 
in exactly the same terms as those in the 
National Accounts, although development of 
the Provincial Accounts necessitated a finer 
sectoral breakdown than is shown at the 
national level. The “national” and “domestic” 
versions of the personal account do not differ 
in aggregate terms, but the intersectoral allo- 
cation varies slightly. 

As in the “national” Provincial Accounts, 
wages, salaries and supplementary labour 
income are allocated to Ontario and non- 
Ontario sources. However, the “domestic” 
approach assumes that business establish- 
ments located in any particular province 
employ residents of that province only and, 
therefore, all wage payments received by 
Ontario persons from business are treated as 
originating within the province. Intra-per- 
sonal wage payments between Ontario and 
other provinces are also likely to be insigni- 
ficant, as are factor income payments to 
Ontario persons from rest of Canada govern- 
ments. These provincial and municipal gov- 
ernments with jurisdiction in other provinces 
are assumed to operate wholly outside of 
Ontario and to employ no residents of this 
province. 

Both the “national” and “domestic” On- 
tario Accounts attempt no further sectoral 
distribution of net income of non-farm unin- 
corporated business including rent and net 
income of farm operators from farm produc- 
tion on the assumption that they are gener- 
ated solely within the province. The sources 
of interest, dividends and miscellaneous in- 


vestment income of persons are analyzed 
part of the Investment Income Appropriat 
Account. 

The expenditure items of the Perso 
Account are balanced against total perso 
income by means of the personal sav 
component. Aggregate expenditure and s 
ing are identical in both sets of Onta 
Economic Accounts. Once again all ite 
are broken down into payments to resid 
and non-resident sectors. However, in 
“domestic” version, all purchases of © 
sumer goods are assumed to be made fr 
business establishments located in Onté 
and therefore defined as belonging to 
Ontario business sector. No account is ta 
of direct interprovincial purchases from b 
ness such as would be made by Ontario ti 
ellers in the rest of Canada. This appro 
precludes any identification of interprovin 
trade in consumer goods from the viewp' 
of the purchasing unit. Similarly, all trans 
of interest on the consumer debt are assul 
to remain within the province. 


Current Account: Government Sector 
All current revenues and expenditures of 
Ontario provincial and local governme 
together with public hospitals from 1961 
are combined in this account. As in the) 
of the personal account, the aggregates or 
credit and debit sides are the same in | 
the “national” and “domestic” versions, 
a slightly different intersectoral distribu 
for certain items. In the Ontario Acco. 
estimated on a “domestic” basis, both d 
and indirect taxes paid by business ar 
definition collected only from the On 
business sector; these components are » 
given similar treatment to taxes and ( 
current transfers to government from per! 

Transfers received by the Ontario gor’ 
ment sector from the federal governmes: 
explicitly shown as revenue. However, t! 
fers between the various levels of govern’ 
in the Ontario sphere cancel out in the | 
solidation process. ) 

Government purchases of goods anc; 
vices from persons and business are rc 
lated net of government sales to these se 
All sales to government by busines: 
assumed to involve only Ontario resi(! 
Similarly, subsidies to business are tak | 
paid to establishments operating withi | 
geographical confines of the province. 
est on the public debt, however, is distri! 
among both resident and non-resident 1 i 
ents. 


SS SS SS eee 


The balancing item is the surplus or deficit 
n Current Account for all levels of govern- 
ient in Ontario taken together. The value of 
is item differs from the overall government 
irplus or deficit by the amount of govern- 
ent capital formation. 


perating Account: Business Sector 
| this account the output of the Ontario 
isiness sector measured by revenue from 
les of goods and services and the change 
business inventories is balanced against 
e costs which determine the value of goods 
id services produced. Business activity as 
termined by total operating revenue and 
penditure in the “domestic” set of Ontario 
scounts differs from the aggregate of the 
ational” version because of the geographi- 
lly-based definition of the business sector 
opted here. While the units comprising the 
incorporated portion of Ontario business 
> identical in both sets, the ‘domestic” 
rporate sector, unlike the “national”, is 
mposed of those establishments operating 
Ontario with no attempt made to treat any 
en corporation as a single entity. 
Asi in the “national” Provincial Accounts, 
ere data limitations prevented any sophis- 
ated estimation of intra-business interpro- 
cial trade in goods and services. Whereas 
the “national” set an attempt was made 
isolate certain interprovincial trade com- 
rents by means of consumer purchases and 


business trade in capital equipment, this pro- 
ject preferred to submerge all intra-business 
interprovincial sales and purchases in the 
residual error of the estimate until such time 
as a more complete estimate of trade between 
Ontario and the rest of Canada can be made. 


Investment Income Appropriation Account 

In both versions of the Provincial Accounts, 
this account serves to collect all investment 
income components and trace their disposi- 
tion to the various sectors. The different 
definition of the corporate sector adopted in 
the “domestic” set affects not only the total 
of investment income but also the intersec- 
toral distribution of the various items enu- 
merated. One component which disappears 
completely is corporate retained profits ac- 
crued other than in the province of residence 
since the conceptual basis of the “domestic” 
accounts limits the corporate sector of any 
province to operations within that province. 


Provincial Saving and Investment Account 

This account aggregates the Savings gener- 
ated by all Ontario residents and distributes 
them between capital formation by the var- 
ious sectors of the provincial economy and 
the net balances on account with non-resi- 
dents. The two versions of the Saving and 
Investment Account differ in both the value 
of particular components and their inter- 


sectoral distribution. The main differences 
have been outlined in the discussion of the 
four preceding accounts. 


Non-resident Sector Accounts 

Separate accounts for the federal govern- 
ment, the rest of Canada and the rest of the 
world can readily be generated from the 
other sector accounts. 


CONCLUSION 

In developing time series of income and ex- 
penditure at sub-national level, the problem 
of how to allocate the operations of multi- 
regional corporations becomes a major con- 
ceptual issue. Basically, a decision must be 
made either to treat each corporation as a 
single unit allocating all of its operations to 
one region or to distribute its activities among 
all regions in which the corporation main- 
tains establishments. 

Each approach has advantages which 
make it most appropriate for the analysis of 
particular economic problems. In view of the 
multiplicity of analytic applications for which 
income and expenditure data are required, 
the Economic Analysis Branch has developed 
a “domestic” set of Provincial Accounts sup- 
plementing the “national” version published 
earlier. The “domestic” series now allow 
researchers an added measure of flexibility 
in choosing data most suitable to their ana- 
lytic requirements. 


L76IT 99S‘OI SEL‘*6 7696 €S6°8 6£7 8 VICL s9s‘9 990°9 TCE S SAI 12Y40N 
JD JONPOdAd [0IDUIAOA SSOATD) “ET 


osc Olr— 1 66— Cita 9G Le les Chit 191+ 681+ 9}8WINSO JO JOIIA [eNpIsoy “TI 


Lsv'l OlEe'l Esl‘T 600°T 106 OS38 9CL 89 9Ss C8V syuoursn[pe 
uoTeNyeA SnosuL][sosTuUl pur 


soourmoyye uordumnsuos yeydeD “[] 


sort eye O8IT OSI‘T €60'T 9T0'T Ors SOL 9EL Cle SoIpisqns ssa] Saxe} JaNpUy ‘OT 
7976 6LE'8 EVOL Z09'L Cola Lve‘9 L6v‘S OzZ0‘S c19'L Sr6E IsoD 
A0JOD Y JD AWULOIUT [D1DUIAOAd JAN 6 
(0) foes Oh Se v 8P v9T— OS la Coe 661 — 6CC= yuoujsn{[pe uoenyea A1OJIAUT *g 
LL6 986 $88 LE8 L69 799 aS S79 696 €7S yUoI SUIpNyoUr ssouisng poyesod1o9 


-UIUN Wej-UOU JO SWIOSUT IAN “L 


74 yy7 LEC 6I€ 09€ eer OSE 9E€ 6re 797 uoronpoid wiry wos s1oyerodo 
We] JO sUIODUT JOU ponIooy “9 


L9C OST? 861 T6I O81 O61 COT v6 OT L6 SUIOOUT JUSUTSIAUT 
snoOoUeT[aIOSIUU puv satoJUT “¢ 


SOG [Se ccc COCs 9CC— 977 VOT CO 9Sl— CS es SJUSpIsor 
-uou 0} pred spuapiaig -2Nped ‘py 
809°T 16€1 ILO'T Clon LOTT 9ETT 960'T O18 O18 OSL soxe} o10Jaq syyoid ayv10di0 “¢ 
al 6e1 vel (6) Sol LE ov 6€ [ne (Ge soourmoye pue Ked Arey “7 
1cr'9 969°S 89T'S vSI'S ILL‘ 6STV 919°€ OvEe'€ 660°€ yS9'T aurooul Inogey Areyuouroyddns 


pue soreyes ‘soseAy “| 
we ee ee ee ee ee 


SUOT[IU $ 


ee SSS ae 


9S6l SSél vs6l cS6l cSOl IS6l OS6l 6r6l 8r6l Lv6l 


QS6I-LPOL PNP [BIIUIAOIg SsoAs puew suL0dUy [BIUTAOIg — J dE 


xipueddy 


B69 TE LIS'8Z LSO'OT O8Z'HZ ~—CLIS‘IZ BEE‘SE LYOLE © 9OT'OE §=OO8T'ST = SPE. OLZOEL ~—OOZZET.—sPLONET Saud 18440 

JD JINPOdAd [VIDUIAOA SSOAD *E] 
ce ee Com re SO GCS GL —EZP——(iC OO «SHO Sz Ss OPT = OJEUIN}SA JO JOIIO [eNPISOY “ZI 
evee = vO = LOT OL HH'Z Ss wHT'ZSZZT'Z—“‘SROTES «3OCSESE «= OLZT =~ OSL'T. = sCOZO'E. —:29T sjuauysnipe 


uOTJeNyLA SNosuUe][IOSTU _pue 
ssouRMOTe UoNdunsuoos jeydeg ‘]] 


80€‘F 168°€ LSE 6PTE 666°C CEG S877 = pST‘Z—s(OG'T OLL‘I 90L'T 19S‘T pes‘T SOIPISQNS ssa] SoXe) OIIIPUT “O] 
CLS'pZ = EB8O'TZ = ELO'OT «= LSO'BT_ = PSOOT-=— 6 SO'ST = @OL'EL ~=—sODL'ZE_—s«OOLSSTE—ZSPTT LOVIL P9v'01 ZSO'O! 1SsOD 

: AOJID J 1D AUODUT [DIIUIAOAY 1AN “6 
ye Sele 6EI—- = OKI" StI b6— Ly 6l— = iv Si re yuounsn{pe uoNenea AIOJUIAUT *g 
isyhes €89‘T 99¢'T OPP 6SET LITT LCC 860°T OLLI v60'T CCT I ZOL‘T 60'T yUO1 SUIPNyOUT ssoursng poyesod109 


-UIUN WIvJ-WOU JO SUIODUT JON */ 


OSr LOE 9€€ LOV 80€ OLZ 787 O1€ S87 897 Ie O€€ au6 uononpord wey wo s1oye1edo 
WIeJ JO SWIODUT JOU PonIo9y “9 


O28 vec 668 O18 L89 E19 709 GSS LSP Sir ELE Z6E ELE SWOUT JUSWI}SIAUT 
SNODULT[IOSIU pue }SoIaJUT “¢ 


eee 8S YS bys seP— Ss «sTSE— ““ ese——s—ss0E— ss SZe——»ssoeB6Z————s ee sjuopIsar 
-uoU 0} pred spuapraig -jonpaq ‘py 
SrS‘€ IOE‘E 600°€ y90°€ 906°7 VEIT LST? OL6'T 6SL‘T 689°T 66L‘I v7S‘T €6r'T Saxe} s10Joq s}yosd aye10d10D “¢ 
167 9S7Z OS7Z 67 04 807 907 107 681 ZLI OLI CLD Sol ssourmoyye pue Aed Arey *Z 
SIS EGLO @CS/ 4] “S7P'el = SLS'IL -919°01  91L‘6 LS0°6 LEV’ 971°8 LVL O97L LZO‘L awoou! Inoqgey Arejuawejddns 


pur soreyes ‘saseAy ‘| 


SUOTTIIU ¢ 


SS ae 


6961 8961 L961 9961 S96I . v96T C961 C961 1961 0961 6S6l 8S61 LS6I 


_——— ee 


(PJUOD) G96I-LS6T Jonporg [eIIUIAOAY Ssory pue BUIOdUT [BIDUTAOIg — | 9IqUT, 


= 


LOO LL JIx UL v7tLO co7 0 tsO & OCC S- VILCL ees reer 


ever ee 


JD aanqipuadx| [V1IDUIAOA SSOAD “gy 


097+ Olp+ Sour 66+ Cia oC US ae. |) 63h ayeUT}Sa JO IOI Jenpisay “LT 

v6— | t= Co | ie v3— 06— Coa ole OS— epeue) jo 
soi 0} pred spuapraig -jonpaq ‘9 

06 c8 ye) ie L8 88 $8 LBS CS 8S epeuey jo 
SOI WIOIJ P9AIaoI SPUAPIAIG, “GI 

€8— roe Joo 9V— (ae ese 8o— COs Ger Le Vi Ol1eJUO UT ponss9v IO 


WO] POATIOII OUODUT JUIWISOAUI 
JUSWIUIDAOS [eIOps-J -JONpeq ‘pI 


SEP OIr 98E SEE LOE vST Lol 981 SSI yal JUIWIUIOAOS ]e1OPIJ 
0] SOdIAIOS Inoqey] Jo suodxg ‘¢] 
GLS.C- v09T— tLeG [OSC SING (oe VLO.L OL Lala COGates CGV lee Clie = peoige WOT} SSdIAIOS 
pue spoos jo syiodwy -zonpaq ‘ZI 
670'E EVL‘7 9TH 66S ‘7 C597 [eG 9661 176'I 876'T 67ST prose 
SIOIAIAS PUR SpOOS Jo s}IOdxy “[] 
of v9I— 677 v9 SI [Re ys SESE if oe 9 spouuryo [elo1ouWulos 
UI UIeIS PUL SOTIOJUIAU! WIP ‘Ol 
Bie 18 fo) CCE Ol 961 881 Sel 6€ Z9I SOLIOJWUSAUI SSOUISNG WAPJ-UON 6 
8r7Z es 19 LOE $7 Sil Ive Srl (43 891 :SOLIOJUSAUI 
ur asuvyo [eorskyd Jo anyeA “8 
86 vol 669 Lvl LLY $89 v6r LSv (6274 vOs yusuidinbs pue Ayouryoeu MON *L 
esp'l veT I 060°I 1€0'T 798 THs 6€L S79 S7S 76E woHoNsUOS [eNUapIsa. 
-UOU pUv [RIUSPISOI MON ‘9 
1orZ 876'1 68L'I 8LLT Ips‘T L7S‘T EET I Z80°1 L96 968 UONPUIOJ 
jeqides poxy ssois ssoulsng °¢ 
Ore 167 097 617 677 681 991 Iv 6£1 801 ainyipuedxa yeudey = *p 
Trl 19 OLS 06r vLy vEeV Str Liv 99€ LOE ainqipuedxe yusdNy —*€ 
880'T Tr6 9€8 60L COL €79 16S 8cs¢ SOs SIP :SQOIAIOS PUL 
Spoos UO dinyIpuddxd JUSWIUIDAOH) “7 
6cr'L Z88°9 E8E9 8619 vIs's Eee’s erly 98C'V 080°r C6S°€ Sad1AJas puv spoos 
JouInsuod UO sINJIpuadxd yeUOSIDg ‘| 
SUOT]]IU ¢ 
9S6I SS6l pS6l €S6l 7561 IS6l Os6l 661 8r6l Lr6l 


OS6I-LPGL ‘2anjIpusdxy peIouTAOIrg sso1y — TT A481 


Ol jonpodd [p10uUIAOAd {O Juauainsvap ay) 0] yovosddyp jong Y 


869'TE LIS‘8Z LSO‘9T O8Z‘bZ TISTC 8661 LPOLI -901'91 o8gt‘st SCV, §LEOSl OCC EL PLO CI SIMU 1aY4DW 
1D aanjIpuadx] JDIDUIAOA SSOLD ‘QT 


CUS Coca 0¢S-— geet Scot CSoa. oOes+ €6L+ port 779+ 9p9+ Str t+ LPIse 9}EUIISS JO IOIII [ENPISdYy */ | 

te Sec Loc. eS 06i== (ES Sri— CCl— COke= EOles 100) ee c6— 96— epeueyD jo 
}S9I 0} pred spuapiaig -zonpaq ‘9| 

€9Z vSZ Lvz CEC 661 691 19T 9rI LOI OL OOT OO 86 epeueD jo 
SOI UIOIJ POATIOII SPUSPIAI, “CT 

681 ST T— cOl— C6 96— 86— 08— 69— Co XS 6S Ga 09— O118jUO UI panidov 310 


WOJJ P2ATad01 SUIODUT JUSUTSOAUT 
JUSWIUIIAOS [B1OPIJ -JOnNpaq “pT 


Sri CL6 v16 TPS 67L 769 €S9 9¢9 Z09 vss VTS 97S 96r JUSWIUIOAOS [eIOpoj 
0} S9OIAIOS INOGR] Jo Slodxy ‘¢] 
Von eseS 9 TIC9— 691S— Esi'c— ¢o04— 8SCV— EFGE— 990'E— ges‘e— ceEpc— 6E0S— FIL e— PeOIge WO} SIdIAIOS 
: pue spoos jo sjiodwy -zonpaq all 
8IC6 LOS‘8 COT L L8S‘9 LS9‘S Chas 96r'P 666°¢ IL9‘€ vIP‘e OSZE TEO'E p90'E peoiqe 
S9DIAIOS PUB SPOOS Jo sj1odxq ‘{] 
IS€ Le 79 L8 o= Te coe v6e7— Srl L9 aA ve— CEE sjouueYo [eIdIOUIUIOS 
Ul UleIS PUe SOTIOJUDAUT WIE A ‘OL 
L67 007 Sor bry gcs 60z 9LZ vor 67 v7 007 (= trl SOIIOJUSAUI SSOUIsSNg WIeJ-UON 6 
8r9 6SI Le LSS 90S LG Ivz 061— L6E 16 9¢ Al LLY : SOLIOJUSAUT 
Ul aduvYO eoIskyd jo anfeA °g 
CLO’ C68'T 8661 CLOT Lo Sre'l CSOT €86 LL8 776 6L8 TPS 6S0'T yuourdinbs pue Alouryseul MON‘ 
TLO‘T 1897 9LET 8ST 7 Crs‘ 60L‘T 69P'T cOE'l TET C6ET port 6IL‘T 079‘T UononIsuOS [eUspIsor 
-uOU pUP [eIUApIsol MON ‘9 
Lv7s OLS‘ VLe'y CET 61S‘€ pSO€E VOS Cc OVE 7 6177 LTS? EVE Z 19S‘Z 6L9‘°7 -UONULIOF 
[eyideo poxy ssoi3 ssoursng ‘¢ 
716 £06 L68 ve6 Z08 Or9 L89 919 €8r 98r 00S O8r €9r omnjipuadxa yeydey = “p 
LSS‘€ OC < vELZ 6rr'T ZO0‘Z €88‘T 6LL‘T CUS TL eSy'l LSO'T 966 IL8 CEE oinjyipuadxe yuolIngD = “¢ 
69P'L 6£0'° T¢e9°¢ E8E‘E v08‘Z COSC 9977 1617 9€6'I CU Sat 9Sr'I EGcal CET I :SQOIAIOS pue 
Spoos uo oinjIpusdxe yusWIUIaAODH °Z 
IIM‘8l €€9°OL = Lorsl §=69IZbE ~~ 86 8°ZI Soo C90 1 Tas Oce OL - 6606 8LY6 LV1‘6 COL pSI‘s S9dIAIIS puke spoos 
JouNsuod UO sInjIpusdxa Jeuosiag *[ 
SUOTT[IU ¢ 


eee 


6961 8961 L961 9961 S961 p9I6I C961 C96L 1961 0961 661 861 LS6I 


Ia eee 


(PJUO9) 6961-LS6T ‘emnppuadxy [erouTAorg sors) — J] ade L 


Ive 90€ 097 
Co Oc ii 
(he 1 ae el 
861° 9— PIs 6— Cle G— 
8S‘9 ESL9 €79'S 
61> 61 = i= 
COS = 6 Ba 8go— 
SOL L68°9 Sco 9 
Ly6— 6 £69— 
€7 LI El 
SPT LEG Orz 
6LY Shr IZE 
ZO9‘L Cole Lye'9 
SUOTT[IU ¢ 
€S6I ZS61 IS6I 


esr b6E Ore 
Ie= I= ot 
ov ce Sco 
A iA mae OHS es ge 0 
€S6‘L LEC Ll LLL‘9 
(5 Foe CCS 61 = 
OL Soo Lc 
000°6 Sics L198 
Ctl 800 l= €98— 
Or cf Rc 
L67 CLG 997 
WAS 6SS eps 
7976 6LE'8 €p9L 
9S61 SSél PS6l 
cl 


981 


Vises 


ghey 


VL = 


966° 


pil oe 


SS 
98es 


Shoes 


el 


817¢ 


90¢€ 


L6v's 


OS6l 


9oVI 


Ch 


Olen 


OSV ae 


vSS'V 


Sas 


Ne 
0667 


CL 


Ol 


CVT 


16¢ 


O7Z0'S: 


6r6l 


per 


Ce 


Cl 


LL@ 


C19'y 


8r61 


bb 


as 


|W 


8Lé 


Sr6€ 


Lv6l 


ssouisng poyerodioourun 
pue suosiod jo Surars -sypnby 


ppomM 
dU} JO JSOI 0} SIOJsURIL, -JOnNpaq 


suonesodiod 0} siayjsuel yp “jonpad 


SOOIAIOS PUL SpOOS JOWINSUOD 
uo oinjipusdxa [euosiog “Jonpaq 


guoduy 
ajqesodsiq [euosiog “sppnby 


JUDWIUIOAOS 0} 
SIojsuvI] JUILINI INYO -“9Npad 


SOXE} JOOIIP [BUOSIOg “JONpId 
aWIOdUT [eUOSIOg “sppnby 


suosiad 
0} ino pred jou s3urureg -yonpeq 


iqep 
JOUINSUODS dU} UO Jsa19}U]T “ppy 


iqop o1qnd oy} Uo yso10}U] “pp 


(suoneiodios 

OlLIUO Wo] sIOJsuvI] pue 1qap 
orjqnd oy} Uo 3soI9}UT SUIPNOXa ) 
sjuowiAed Jajsuvly -ppy 


ysOD 
10}OV J IW DWUIODU] [PIOUIAOIY JON 


“el 


“Cl 


2 | 


‘Ol 


Sura [euosiog pue ‘auIodUyT a[qusodsig JeUOsAIg ‘AUIODUT [eUOSIIg “JSOD 10jIVY JV BUIOIUT [BINUTAOAT JON Voomjog UOUePA — Til 31qu 


JONPOAd [DIIUIAOAY fo Juawasnsvay ay 0} yovoiddp jong Y 


€78'‘T S9s‘T 66€'1 9b7'T vLo'l 0£6 vvs ISL 999 Os9 Sc9 16¢ 8¢S ssauisng poyerodioourun 
pure suosiod Jo Surarg -syonbq ‘¢] 


6b— br— 6S= a ty Tp— Cia Lo 9E— Or— Of co Sc pyom 
94} JO JSoI O} SIOJsueI] “JOnpaq ‘ZI 
[oi 6el— Cla Ne €OI— 88— (6s 6L— Vi EL €9— (Go Mp suoneIOdIOD 0} sioJsueI] -JOnpaq ‘[] 
IILSI— €€9°9I— Lpr‘sI— 91ZPI— 963‘zI— Soils COU 1D OCC Ol= S59 6— S/F 6— LrL6— CELS— PS1'3— S9DIAIOS PUL SPOOS JOUINSsUOD 
Uo sIn}Ipusdxe jeuosi3g JONpId ‘OT 
VIL OC MEISE Siam ECOLT: 7Z9S1  61I'bL 8] Sl OLOCE 28h 11 err | TreOl S18 716 S9L‘8 sWOUT 
a[qesodsiq yeuosiag ‘sjonby *6 
Of€r— [ce— (Wb Ove €T7— Oi Lyi — Oris Cle 8ZI— Soi Ete Coa JUIUIUIOAOS 0} 
SIOJSURI} JUSIINI IYO -JOnpaq °g 
OfS'r— 899'e— LO0‘E— 6LSZ— II0'7— DELI COSI= 8IPI— —6c6I— 997 1— “Olt O7OT— OLLI— SOXE} JOOIIP [RUOSIODg “JONpaq °L 
pOL'St OLE'TZ STEOZ EEH'sI EsEe‘or 9EL‘bI 6LO'EL SPLZl 968IT SEOTE  EII‘TIT 69rOI 0166 auloouy [BUOosIag -syypnby ‘9g 
TSo Cece Ce SECC CRTC «COC «POT EO Nee nO ST a aeec Les) mT OG | EG [= eee tae (cal bal Noe suosiod 
0} Jno pred jou ssuruieg -jonpagq ‘¢ 
I9T 6€I 971 LES €Ol 88 Ge 6L PL €L €9 GS LY iqop 
JOWINSUODS oy} uo JSo1OJUT ‘PPV hr 
erg PSL 669 €S9 86S ESS Los €Lr 9€r Sor PSE €OE O87 Igep d1[Qnd oy} UO JsoIO}UT “ppp “¢ 
6077 676 T 9791 167'T O9T‘T OLO'T vO0'T 6£6 688 990'T 896 PEs 7L9 (suorjerodi09 


O11eJUO WOIJ S1oJsue) pue jqop 
d1qnd 9} Uo 4so190}UT ZuIpNyoxa ) 
syuowihed Jojsuvll ppp ‘Z 


CLSYT = EB8O'TZ—s« ELO‘OZ =—sCLSO‘BI_—s SOOT 6SO'ST 69L°€L O9L'ZI OL8IL SPIT LOTTI v9OrOI ZSO‘OT so_p 
10D Je VUOU] [PIOUIAOIg ION “] 


eae emcee es 


SUOTT|TU ¢ 


ES 


6961 8961 L961 9961 S96l y96I £961 cC96T 1961 0961 661 8S61 LS6l 


Sieeetineeetiianiacameetact 


(P3Uu0d) sures [euos.i0g pu ‘auroouy ajqesodsiq, [euosi9g ‘@WIODUT [USA “JSOZ 10)9e,q JB BUIODUT [LIUTAOIg PN WIamjog UonL[IY — [I] AGU 


14 


Selected Economic Indicators 


Leading Indicators 


a 
Average Weekly Hours Worked in Manufacturing, Ontario (Seasonally Adjusted) Hours i: 
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New Orders in Manufacturing Industries, Canada (Seasonally Adjusted) 
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Building Permits Issued in Ontario, Non Residential Construction (Seasonally Adjusted) 


Housing Starts in Centres of 10,000 Population and over, Ontario (Seasonally Adjusted at Annual Rates) 


Monthly 
Quarterly 
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oincidental and Lagging Indicators 
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Coincidental and Lagging Indicators 


Average Yield of 3-Month Treasury Bills, Canada (Last Wednesday of the Month, Not Seasonally Adjusted) Per Cent 
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Employment, Ontario (Seasonally Adjusted) Millio n 
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Unemployment Rate, Ontario (Per Cent of Labour Force, Inverted Scale, Seasonally Adjusted) 


Index of Motor Vehicle Production, Canada (1961 = 100, Seasonally Adjusted) 
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Department of Treasury 
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Deputy Minister 


The Ontario Economic Review is prepared 
and edited bimonthly in the Economic 
Analysis Branch of the Economic and 
Statistical Services Division, Department 

of Treasury and Economics. The review 
presents articles of interest as well as current 


information on economic activity in Ontario. 


Signed articles reflect the opinions of their 
authors and do not necessarily represent 
the views of the Department. 
Subscriptions can be obtained free of 
charge by writing the Editor, Ontario 
Economic Review, Department of 
Treasury and Economics, Frost Building, 
Queen’s Park, Toronto 182, Ontario. 


About the Review 

In the past two years, the fiscal impact of 

the Ontario government in the provincial 
economy has been almost as pronounced, in 
relative terms, as that of the federal govern- 
ment in the Canadian economy. Accordingly, 
the Ontario budget has become a key eco- 
nomic document insofar as the short-term 
economic stabilization of the Ontario 
economy is concerned. 

The feature article for this issue of the 
Ontario Economic Review traces the devel- 
opment of fiscal policy in Canada and 
Ontario over the past two years and reviews 
the influence of the economic setting on fiscal 
policy design. The article presents estimates 
of the current expansionary fiscal thrust of 
the total government sector in Canada, 
followed by a detailed review of recent 
federal and Ontario budgetary developments. 
It also compares and contrasts budgetary 
changes introduced at both levels to help 
stimulate economic recovery and to improve 
the unemployment situation. 

The article was prepared by Bernard Jones 
and Jill Berringer in the Taxation and 
Fiscal Policy Branch, Department of 
Treasury and Economics. The authors 
acknowledge with appreciation the contribu- 
tion of Christine Campbell in the preparation 
of the charts and tables. 


Indicator Charts, Pages 14-16 
Fluctuations in aggregate economic activ: 
— commonly used to define business cyel 
do not necessarily correspond with fluctu 
tions in the individual activities which ma 
up the aggregate. Instead different indica 
of economic activity may vary with respe 
to both their rates of growth and the timir 
of their peaks and troughs: some may 
grow more rapidly than others, some 
change direction sooner. 

Those activities which tend to assume 
a direction in advance of the aggregate — 
because they relate to future rather than 
present production — are referred to as 
leading indicators, and are widely used tc 
anticipate the short-run future course of i 
overall economy. The charts on pages 14 
in the Ontario Economic Review present 
a number of these leading indicators, as \ 
as several which are coincidental to or 
lag behind the aggregate, to provide for — 
the reader an opportunity to make 
such an evaluation. 

While comparisons of the timing and 
direction of general changes in the variot 
indicators can readily be made, great car 
must be exercised in making such a 
comparison of the amplitude of fluctuati 
Of the three vertical scales used — ‘A’ 
(arithmetic) and ‘L 1’ and ‘L 2’ (logarit 
scales with one and two cycles respective 
over a given vertical distance) — only th 
logarithmic scales can be used to compa! 
relative changes in different indicators. ¢ 
this applies only when all series being 
compared are on the same logarithmic — 
scale. In such a situation all parallel line: 
represent equal rates of growth, the exac 
rate of growth being determined by 
the slope of the line. 


fhe Ontario Economy 


‘oss National Product, Third Quarter, 1971 
ie production of goods and services in 
inada continued to increase in the third 
arter of last year, but at a lesser rate than 
the second quarter. Statistics Canada re- 
atly released preliminary results of the 
tional Income and Expenditure Accounts 
- the third quarter of 1971 which show a 
atinuation of the pattern of substantial 
ins in production evident since the fourth 
arter of 1970. A feature of the third quar- 
was a sharp increase in the industrial 
tor, particularly noticeable in the indica- 
's of production. However, the significant 
‘rease in the number of jobs created in the 
rd quarter was not reflected in a significant 
cline in the unemployment rate due to an 
usually rapid growth in the labour force. 
e implicit price index for GNP rose by 0.9 
- cent compared with a 1.3 per cent in- 
ase in the second quarter. 
Canada’s gross national product, season- 
y adjusted at annual rates, rose by $2.3 bil- 
n in the third quarter to reach a level of 
3.7 billion. This gain was somewhat larger 
n that realized in the first quarter of $2.0 
lion, but considerably smaller than the $3.0 
ion increase in the second quarter. In per- 
itage terms, GNP rose by 2.5 per cent in 
third quarter after rising by 3.4 per cent 
he second quarter, and by 2.3 per cent in 
first quarter. After discounting that part 
the increase in the value of goods and ser- 
es due to higher prices, GNP rose by 1.6 
cent in the third quarter. 
This is the fourth consecutive quarter 
wing a sizable gain in real output. GNP 
s 10.2 per cent larger in the third quarter 
1971 than for the corresponding period in 
10. Real growth during this time amounted 
6.9 per cent. A nine months comparison 
) shows an acceleration in the pace of 
nomic growth. In the first nine months of 
/1, GNP was 8.7 per cent larger in value 
15.3 per cent larger in volume than in the 
nparable period in 1970. This compares 
h a growth of GNP for 1970 over 1969 of 
per cent in value and 3.3 per cent in 
ume. Under the assumption that no fur- 
[ growth in output took place last year 
annual real growth of gross national 
duct would be 5.6 per cent; if output grew 
1.0 per cent in the fourth quarter, the in- 
ase for the year as a whole would be 5.9 
cent. 
ersonal expenditure on consumer goods 
| services provided a major stimulus to 
nand in the third quarter though to a les- 


ser extent than in the preceding quarter. Con- 
sumer spending rose by 2.0 per cent in the 
third quarter to $54.17 billion compared 
with a 4.2 per cent rise in the second quarter. 

Personal income and personal disposable 
income showed lower rates of increase in the 
third quarter than in the first two quarters of 
last year. This was especially true of personal 
disposable income that slowed to a growth 
of 1.4 per cent in the third quarter, after 
making impressive gains of 4.1 per cent in 
the second quarter and 3.0 per cent in the 
first quarter. Personal saving as a proportion 
of personal disposable income dropped to 
8.0 per cent in the third quarter from 8.6 per 
cent in the preceding quarter. 

A major source of weakness in economic 
activity in the third quarter was business 
spending on facilities, machinery and equip- 
ment, which had shown strong gains in the 
second quarter. In real or volume terms, 
business investment in machinery and equip- 
ment during the third quarter was unchanged 
from the second-quarter level. In non-resi- 
dential construction, spending on new build- 
ings increased. However, it was more than 
offset by a decline in engineering construc- 
tion (other than highways and _ railways) 


which had risen quite sharply in the second 
quarter. 


Consumer credit balances outstanding 
continued to rise in the third quarter, reach- 
ing a record $11.75 billion. Also consumer 
credit as a proportion of personal disposable 
income rose to approximately 19.8 per cent 
compared with 19.5 per cent in the second 
quarter. This indicates consumers are in- 
creasingly willing to borrow to finance their 
expenditures on goods and services. 

The continuing, but not outstanding pace 
of recovery in the third quarter occurred fol- 
lowing a stimulating federal budget on June 
18th. However, such stimulation is unlikely 
to have had immediate effects because of the 
time lags involved before cuts in personal 
and corporate taxes result in increased spend- 
ing. The August 15th package of United 
States economic moves may have had a dam- 
aging effect on the economy’s over-all per- 
formance in the July-through-September 
period but Statistics Canada says it is still too 
early to determine the extent. The latest GNP 
figures also appear to clearly indicate that the 
economy needed the stimulation provided in 
the October 14th federal budget: the intro- 
duction of temporary tax cuts of three per 
cent and seven per cent for individuals and 
corporations respectively. 


At present the impact of the U.S. ten per 
cent import surcharge appears to have not 
been as severe as earlier expected. Federal 
Department of Industry, Trade and Com- 
merce Officials recently acknowledged a de- 
cline in exports to the United States of some 
commodities which were subject to the sur- 
charge but refused to specify the commodi- 
ties or companies involved. 

Exporters affected by the surcharge gen- 
erally attempted to maintain their level of 
exports in the hope that the surcharge would 
soon be removed or that they would be com- 
pensated, at least in part, under the federal 
Employment Support Act. This resulted in 
less reduction in exports and employment in 
some industries than was expected earlier. 

The surcharge remained in effect for a 
little more than four months, however, it is 
not clear to what degree it affected Canadian 
industry, Federal officials say a comprehen- 
sive ass the surcharge’s impact is 


not MAY Wei ttempted. 


Yecurate ass€@8ment of the impact of 
th joe berecan g to the United States 
w hid be dithoddl Ac se of the many fac- 
tors ffecting export trade. For many com- 
mo ities, it is a sible to separate the 
effects™ “of” the— eral downturn in USS. 
economic activity in the past two years from 
the effects of the surcharge. Moreover, some 
exports subject to the surtax, such as machin- 
ery and capital goods, have long lead times 


on orders and contracts. Consequently the 


impact of the surcharge will be lagged and 
may not be felt for six to nine months. Some 
products are also produced and exported 
under long-term contracts, and therefore the 
effects might not be evident for some time, if 
at all. 

The latest foreign trade figures indicate 
that the surcharge did not produce an overall 
reduction in exports to the United States. 
Seasonally adjusted exports to the U.S. have 
increased in each of the past three months 
and in October were approximately 13.0 per 
cent higher than in October, 1970. Cumula- 
tive exports to the United States in the first 
ten months of last year were nine per cent 
higher than a year earlier. 

In one sector particularly, concern has 
been expressed over the probable adverse 
effects of developments during the past 
year-and-one-half. Canada’s machinery and 
equipment producing industries, which are 
largely located in Ontario, have suffered a 
number of setbacks in the last eighteen 
months in their principal export market — 
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the United States. On June Ist, 1970 the 
Canadian, dollar was freed and has subse- 
quently appreciated to approximate parity 
with the U.S. dollar. On August ISth, the 
U.S. imposed a ten per cent surcharge on 
dutiable imports which affected approxi- 
mately one-third of Canada’s machinery ex- 
ports to that country. The lifting of the ten 
per cent surcharge as the result of a major 
overhaul of world exchange rates that took 
place in Washington on December 8th will 
terminate the buy-American preferences in 
the U.S. investment tax credit plan. Future 
sales of Canadian machinery and equipment 
to the U.S. to a large extent now depend on 
what value the Canadian dollar takes rela- 
tive to the devalued U:S. dollar. 

Throughout the 1960’s Canada achieved 
considerable success in adapting its machin- 
ery industry to modern markets. Export pro- 
motion, significant tariff reductions and the 
devalued Canadian dollar helped to stimulate 
this trade. As a result our machinery indus- 
tries exported an increasing percentage of 
their products to the United States. Nearly 
two-thirds of the approximately one billion 
dollars worth of machinery and equipment 
Canada exported in 1970 went to the U.S. 
To the end of August this year Canada ex- 
ported about $440 million worth of these 
goods to the U.S., down moderately from the 
same period last year. This situation is attri- 
butable to both a poor U.S. market and the 
revalued Canadian dollar. 

In the short run the good-will built up over 
the years between Canadian producers and 
U.S. buyers will probably help to maintain 
Canadian equipment exports. Also, prices 
have not always been the key consideration, 
particularly for machinery requiring custom 
design. Export figures for the last four months 
of 1971 will probably show the initial impact 
of the now eliminated surcharge and invest- 
ment tax credit scheme. The true story will 
become evident this year when Canada may 
well lose a large percentage of machinery and 
equipment sales to the United States especi- 
ally if the Canadian dollar moves ahead of its 
U.S. counterpart. 


The Labour Force 

Mid-November labour force data for Cana- 
da, recently released by Statistics Canada 
showed little change between October and 
November on a_ seasonally-adjusted basis. 
The seasonally-adjusted rate of unemploy- 
ment fell marginally to 6.6 per cent from 6.7 
per cent in October. Actual unemployment 


rose to 5.8 per cent from 5.1 per cent in the 
previous month. This was the highest rate 
since last June. 

By regions, the seasonally adjusted unem- 
ployment rate decreased on the prairies to 
4.5 per cent and increased in British Colum- 
bia to 6.9 per cent. The figure remained the 
same — 9.7 per cent — for the Maritimes. In 
Quebec, it dropped slightly to 8.4 per cent 
from 8.5. Ontario’s unemployment rate stood 
constant at 5.6 per cent. The actual rates of 
unemployment in November stood at: 8.0 
per cent in the Atlantic Provinces; 7.3 per 
cent in Quebec; 4.6 per cent in Ontario; 4.2 
per cent on the Prairies and 7.1 per cent in 
British Columbia. 


Task Force Report on Foreign Investment 
In late 1970, the Ontario Department of 
Treasury and Economics initiated the forma- 
tion of a small interdepartmental task force 
to study the national, as well as provincial 
aspects of the issue of foreign investment and 
to propose policy alternatives for the consid- 
eration of the Ontario Cabinet. The Task 
Force was mobilized for two basic reasons. 
First the presence of a large degree of foreign 
investment in the Canadian economy has 
engendered much concerned public debate 
and necessitated that governments in Canada 
make explicit decisions on the problem. 
Secondly, since the Government of Canada 
has prepared a special study on the effects of 
investment from abroad and will submit 
recommendations for appropriate Canadian 
policies, it was felt that the background for 
such policies as might affect the Province of 
Ontario should be studied and defined so that 
the Provincial interest could usefully be pre- 
sented in the ensuing debate. 

The basic conclusion of the report suggests 
that Canadian policies should be re-evaluated 
with the objective of creating conditions 
more favourable to the growth of Canadian 
control of the economy and to the expansion 
of manufacturing industries relying on 
genuinely Canadian technology and product 
design. 

The Task Force findings indicate that cur- 
rent inflows of direct investment from abroad 
do not play a major role in maintaining high 
levels of economic activity in Canada. In 
their opinion, only a relatively small reduc- 
tion in the gross national product would 
result if new capital inflows ceased — pro- 
vided of course, that the re-investment of 
present profits in Canada’s foreign-controlled 


sector remain at reasonably high levels. | 
to the size of this sector of the Canac 
economy, the maintenance of a healthy 
vestment climate is considered fundament 
important to avoid a worsening of the pre: 
unemployment situation. Therefore, any 
Canadian policies on foreign investn 
must incorporate a high degree of mod 
tion. 

The report emphasizes the essential r 
for the federal and provincial government 
define explicitly and collectively their po 
orientations and to decide whether Can 
should move towards continentalism or 
wards more reliance on indigenous Cana 
initiatives. “It is only when this crucial di 
tion of policy has been consciously and ey 
citly adopted that detailed strategies car 
worked out to achieve objectives under 
existing policy constraints.” 

The Task Force sees two workable a 
natives for Canada’s policy on foreign in 
ment: 
e a continuation of our present “open dc 

policy, and é , 
e a movement towards moderate econc 

nationalism. 


A continued “open-door’ policy, as vie 
by the committee, involves incipient thr 
to Canada’s continued economic indeps 
ence and its cultural distinctiveness. Mo 
ate economic nationalism holds the proi 
of a gradual reversal of present trends witl 
at the same time endangering econc 
stability. 

Apart from recommending a mode 
stance toward foreign investment in Can 
the report makes these recommendations 
e “Ontario’s position on the foreign im 

ment issue be presented to the Governtr 
of Canada as our contribution tow 
shaping an overall Canadian policy 
signed to meet the needs and aspirat 
of our citizens; 

e “Moderation and flexibility be built | 
such a policy as necessary prerequisitt 
its successful implementation, and the 

e “Radical measures aimed at Canadii 
ing industries at a fast pace be ave 
as self defeating, primarily because | 
would engender fear and uncertainty. 
perhaps precipitate an investment cr. 
The Task Force was composed of 

government economists from three de’ 

ments: the Department of Treasury ! 

Economics, the Department of Trade’ 

Development, and the Department of Fi 

cial and Commercial Affairs. 


ederal and Ontario Fiscal Policy in1970 and 1971 ° 


rnard Jones and Jill Berringer 
‘partment of Treasury and Economics 


TRODUCTION 


is paper traces the development of fiscal 
icy in Canada over the past two years. It 
jews the key influence of the economic 
nario on fiscal policy design, and to put 
ent fiscal policy developments in perspec- 
>, it presents rule-of-thumb estimates of 
changing fiscal impact of the government 
tor in the economy. The paper emphasizes 
se changes in fiscal policy that have oc- 
red at the federal and Ontario levels of 
ernment. In particular, it presents a de- 
ed analysis of federal and Ontario bud- 
ary changes. 

rhe major focus of the paper is fiscal 
icy as an instrument for short-term eco- 
nic stabilization. The importance of mone- 
y, debt management, exchange rate and 
er policies in this regard is, of course, 
nowledged, and mention of the influence 
such policies will be made when approp- 
e. Nevertheless, this paper concentrates 
recent budgetary changes introduced at 
h the federal and Ontario levels of govern- 
it to help stimulate economic recovery 
/a substantial improvement in the unem- 
yment situation. It does not, however, 
sider in any depth the balance of policies 
or, if you like, policy-mix — appropriate 
the longer-run attainment and mainten- 
e of full-employment. 

The specification of major economic per- 
nance goals must precede the design of 
al and economic policy, and the major 
formance goals for Canada have been 
quately specified by the Economic Coun- 
of Canada. In particular, the Council has 
mated economic growth and employment 
ls.' Budget Paper A in the 1971 Ontario 
iget contains parallel estimates for the 
ario economy.” Therefore, the first sec- 
of this paper begins with an outline of 
goals of fiscal policy in Canada, followed 
a terse review of the economy’s perform- 
e relative to the achievement of the goal 
‘full” or “high” employment. This eco- 
ll review is seen as the backdrop for the 
gn and implementation of the present 
ansionary course of fiscal policy. 

he second section of the paper discusses 
importance of the budget as an economic 
ument, and presents estimates of the 
ent expansionary fiscal thrust of the total 
ernment sector in Canada, followed by 
tailed review of recent federal and On- 
> budgetary developments. It compares 
contrasts the budgetary changes, as well 


as presenting estimates of the changing fiscal 
impact of both levels of government. The 
third section discusses some important prob- 
lems of short-term economic stabilization 
policy as evidenced in the second section of 
the paper. 


I ECONOMIC GOALS AND 
PERFORMANCE 


The Long-run Target of Economic and 

Fiscal Policy 

The overall objective of economic and fiscal 
policy is to achieve high, sustained and non- 
inflationary rates of economic growth, high 
levels of employment, an equitable distribu- 
tion of rising incomes and a sound external 
position. In the long-run, the optimum rate 
of economic growth that is consistent with 
the attainment of the other goals of economic 
and fiscal policy is the “full-employment” or 
“potential” growth rate. This particular rate 
of economic growth is the long-run target of 
economic and fiscal policy. For the Ontario 
economy it is estimated that relatively full 
employment is achieved when approximately 
97.0 per cent of the labour force is employed 
and the per annum rate of increase in real 
gross provincial product is 5.5 to 6.0 per 
cent. For Canada, it has been estimated that 
the potential rate of growth is between 5.2 
and 5.5 per cent with something less than 4 
per cent of the labour force unemployed. The 
major explanation for the higher rate of 
potential growth of the Ontario economy is 
the more rapid increases in population and 
labour force. 


The Short-run Problem of Economic 
Stabilization 
In the short-run, the actual rate of economic 
growth frequently diverges from its potential 
full-employment rate and causes undesirable 
fluctuations in the level of employment. Thus, 
the short-run target of economic and fiscal 
policy is the stabilization of the rate of 
growth of the economy around its potential 
rate. The problem of economic stabilization 
is to identify the causes of instability and 
design the appropriate policy-mix to restore 
stability. Fiscal policy — the main concern of 
this paper —is an important instrument of 
stabilization policy. However, it is used in 
conjunction with other policy instruments, 
the most important of which is monetary 
policy. 

Stabilization policy is an art, not a science, 
and therefore, is imprecise. In fact “impre- 


cise” is perhaps too kind a term to use. This 
particular form of art is frequently poorly 
practised, often being applied too late and in 
the wrong manner. The major difficulty arises 
from the fact that stabilization policy has to 
deal with conflicts inherent in its basic objec- 
tive. Since 1969, as in the 1957-62 period, 
for example, there has been obvious conflict 
once again between the pursuit of less infla- 
tionary economic growth on the one hand, 
and the twin goals of high and _ sustained 
growth and full-employment on the other. 


The Economic Backdrop to the 
Expansionary Policies of 1970 and 1971 


Fiscal and Monetary Policies of Restraint 
The sharp deterioration in the economy’s 
performance in 1970 was almost entirely 
attributable to the impact of severe defla- 
tionary federal fiscal and monetary policies. 
According to our rule of thumb estimates, 
the federal national account’s budget surplus 
on a full-employment basis increased sub- 
stantially in 1969,4 accounting for about two- 
thirds of the net restrictive fiscal impact of 
the total government sector. The Ontario 
fiscal impact was also restrictive in 1969 and 
reinforced federal efforts to reduce infla- 
tionary pressures.° 

In addition to the tightening of fiscal 
policy, the rate of increase in money supply 
(broadly defined to include currency outside 
banks and all chartered bank deposits held 
by the general public) slowed considerably 
to 4.0 per cent in 1969, after increasing by 
16.0 per cent and 13.0 per cent in 1967 and 
1968 respectively. Despite the money 
squeeze, however, the demand for new credit 


'See, Economic Council of Canada, 
Performance and Potential mid-1950’s to 
mid-1970's, (Ottawa: Information Canada, 
September, 1970) and, Performance in 
Perspective 1971, (Ottawa: Information Canada, 
October, 1971). 

2Hon. W. Darcy McKeough, “New Directions 
in Economic Policy Management in Canada’, 
Ontario Budget 1971, (Toronto: Department 
of Treasury and Economics, April, 1971). 
3The Economic Council had this to say about 
the restrictive impact of fiscal policy in 1968 
and 1969: “The degree of fiscal restraint 

in Canada since 1968, however, has been very 
strong — much stronger than many Canadians 
have realized. In fact, in 1969, such restraint 
appeared to have been stronger than at any time 
since the Korean War in the early 1950's, 
when total demand was clearly excessive. 
Performance and Potential, p. 52. 

4See page 6. 

5See page 9. 
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that was satisfied by the available supply 
repeated 1968’s record-high level. Conse- 
quently, the impact of monetary restraint on 
total demand was not great in 1969 even 
though interest fates rose to post-war highs. 


The Lagged Impact of Restrictive Policies 
The inevitable lagged impact of monetary 
and fiscal policies of restraint appeared in 
1970 when the level of domestic demand 
increased in real terms by only 0.7 per cent, 
compared with an increase of 5.9 per cent 
the year before. There was, of course, a con- 
sequent reduction in import demand and 
this factor, combined with unusual strength 
in foreign demand for Canadian exports and 
large net capital inflows — resulting partly 
from the high level of domestic interest rates 
and partly from external financial develop- 
ments — forced the unpegging of the Cana- 
dian dollar in May, 1970. Over the next four 
months the external value of the Canadian 
dollar rose to a level close to par with the 
United States’ dollar. It has remained at a 
relatively high value ever since. 


Actual versus Potential Performance 
Chart I shows the deterioration in the per- 
formance of the Canadian economy since 
1967 relative to its potential. The gap be- 
tween actual and potential levels of constant 
dollar GNP has widened considerably over 
the period, reaching around 4.0 per cent of 
potential real GNP in 1970. The rate of real 
economic growth last year dropped to 3.3 
per cent, from 5.1 per cent in 1969, in com- 
parison to the potential growth rate of 5.5 
per cent. The Ontario economy, of course, 
experienced a parallel deterioration in eco- 
nomic performance over the period.® 

The rate of unemployment mirrored the 


increasing shortfall of output below potential 
by rising sharply in Canada and Ontario. In 
Canada, the rate rose from 4.7 per cent in 
1969 to a ten-year high of 5.9 per cent in 
1970. In Ontario, it increased to 4.3 per cent 
in 1970 compared with 3.1 per cent the year 
before, but was on a sharply rising trend 
during the year. 

Consequently, by the third-quarter of 
1970 events over the 1965-70 period had 
retraced the “inflation-unemployment-high 
valued dollar” path of 1957-62. Broadly 
speaking, this was the economic climate that 
faced the policy-makers late in 1970 and in 
early 1971. It formed the economic backdrop 
to the expansionary shift in federal and On- 
tario fiscal policies discussed in Section II 
of this paper. 


Il FEDERAL AND ONTARIO 
BUDGETARY DEVELOPMENTS IN 
1970 AND 1971 


The Budget as an Economic Document 
In view of the federal government’s dominant 
role in economic stabilization in Canada, the 
federal budget, which is the fiscal instrument 
through which its stabilization policy is im- 
plemented, is a key economic document. It 
sets out in general terms the federal view of 
the current and prospective economic situa- 
tion and details the fiscal plan that appears 
to be appropriate under the circumstances. 
Other levels of government, and the private 
sector, take account of the federal budget 
plan in making their economic decisions. 
The provincial level of government has 
generally been viewed as playing a passive, 
or at best (or worst, depending on which side 
of the fence you are) moderately reactive 


Chart 1 — Actual and Potential Economic Growth in the Canadian Economy, 1965-71 


(1961 dollars) 
$ Billion 


70 i 


65 4 


60 4 


1965 66 67 


68 


$ Billion 


65 


60 


55 


50 
69 70 71 


Source: Based on data published by Statistics Canada and estimates by Department of Treasury 


and Economics. 


6Hon. W. Darcy McKeough, 
Ontario Budget 1971, p. 47. 


7See, Hon. W. Darcy McKeough, Ontario 
Budget 1971, and Introduction to Supple- 
mentary Estimates and Tax Legislation, 
(Toronto: Department of Treasury and 
Economics, December, 1971). 


role in short-term economic. stabilizat 
However, in its budget for 1971-72, 
Ontario Government has presented a fi 
plan that contrasts sharply with this view 
record-high budgetary deficit of $553 mil 
is planned, compared with a deficit of 
million last year. This increase in the t 
getary deficit of $459 million is proport 
ately much larger relative to the size of 
Ontario economy than is the planned $ 
million federal swing relative to the size of 
Canadian economy. In addition, the Ont 
fiscal plan is based on the use of the { 
employment budgeting technique deseri 
in this section. The full-employment buc 
estimates clearly and objectively demonst 
that the planned provincial budget will h 
a significant expansionary fiscal impact 
1972.8 In fact, it will be argued later that 
sofar as the short-term stabilization of 
Ontario economy is concerned, the provin 
budget is now just as important an econo 
document as that of the federal governm 

Budget plans frequently. undergo subs 
tial in-year changes. These are basically) 
two kinds. Firstly, there are changes » 
result from the influence on revenues 
expenditures of variations in the level 
economic activity from that originally a 
cipated. Such changes are automatic in 
sense that they reflect the influence of 
economy on the given budget plan which 
not itself necessarily changed at all. Rever 
from personal income taxes, for exam 
rise and fall with incomes (actually they 
so to a proportionately greater degree du 
the progressive nature of the personal ine 
tax). Also, unemployment insurance | 
welfare benefit payments move invet 
to the level of economic activity, 
when the economy weakens and vice vé 
Secondly, there are changes arising f 
alterations to the basic fiscal plan itself. 
rates may be changed, for example, or ' 
expenditure programs introduced. T 
changes are discretionary in the sense | 
they change the impact of the original bu 
plan on the economy given any leve 
economic activity. | 

Analyzing past fiscal policy, or evalué 
alternative budget plans for the curren’ 
future fiscal years, requires that these ' 
kinds of influences be separated. In| 
following analysis of federal and Oni 
budgetary developments in 1970 and 1 
a rough separation of automatic and dit’ 
tionary influences is attempted using two: 
ferent but complementary approaches. | 


84 reading of the Ontario Budget 1971 will 
show that the Province’s acceptance of grea’ 
responsibility for short-term economic 
stabilization policy has arisen out of the fai‘ 
of federal policies. 


0 Approaches to Analysis of Fiscal Policy 
e first method estimates the change in the 
al impact of the national accounts budget? 
asured on a full-employment basis. Its 
ic data source is the national income and 
enditure accounts. Only the national ac- 
ints budget is defined in such a way as to 
ke the transactions of the government 
tor directly consistent, in an economically 
aningful sense, with the other major sec- 
; of the economy. However, it excludes a 
stantial amount of purely financial trans- 
ons, such as loans and advances, which 
included in the cash budget. Loans and 
ances do, of course, have an economic 
act. Consequently, a comparison of 
nges in the national accounts and cash 
gets is useful. 
fhe second method traces in some detail 
changes in budget plans, or forecasts, on 
nh the administrative and cash budget 
2s. Its basic data source is the various 
get statements and the public accounts. 
$ approach is complementary in that it 
lains the changes in revenues and expen- 
res that bring about changes in the fiscal 
act of the budget. More than that, it looks 
he total cash requirements of government 
thus gives broader coverage than the 
onal accounts budget. Finally, it exam- 
changes in budget forecasts and com- 
-s them with realizations. 
he first method, by contrast, covers only 
ial developments in the national accounts 
get measured on a full-employment basis. 
‘Major advantage of this approach is that 
lows objective and consistent period-by- 
od comparison of fiscal impact. 
he full-employment budget estimates 
be made for the administrative, cash or 
onal accounts budgets. The latter is gen- 
ly used because of its particular economic 
ificance; it represents a fair compromise 
veen the narrower administrative and 
ider cash budgets. Basically, the full- 
loyment budget estimates are made in 
following manner; first, an estimate is 
le of the economy’s potential GNP given 
full-employment is achieved on a con- 
ing basis; second, estimates are made 
what the levels of revenues, expenditures 
surplus* would be at potential levels of 
P and, third, the actual surplus is com- 
d with the full-employment surplus. 
difference between the actual and full- 
loyment surpluses measures the auto- 
ic influence on the budget of variations in 


performance of the economy from its 
- {|e ee 

te: For the sake of brevity the term ‘surplus’ 
be applied, in instances where the context 
ear, to cover either true surpluses or 

tive surpluses (deficits). 


Chart 2 — Total Government Sector 

in Canada Actual and Full-Employment 
Surpluses, 1968-1971 

(As a percent of potential GNP) 
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*First-half seasonally adjusted at annual rates. 
Note: Both actual and full-employment surpluses 
are calculated on a national accounts basis, 
including CPP and QPP transactions. The full- 
employment estimates are derived by estimating 
the change in revenues that would occur if full 
employment were achieved; expenditures are 
assumed to be unchanged. For purposes of this 
analysis, full employment is assumed to be 
consistent with a level of employment of about 
96 per cent and unemployment at about 

4.0 per cent. 


Source: Based on data published by Statistics 
Canada and estimates by Department of 
Treasury and Economics. 


potential level of activity. The change in the 
full-employment surplus from period to 
period, measured as a per cent of potential 
GNP, gives the net expansionary or contrac- 
tionary fiscal impact of the budget on the 
economy. !°. 

The actual and full-employment surpluses 
of the total government sector in Canada over 
the period 1968 to 1971 are shown in Chart 
2. The importance of separating automatic 
and discretionary budgetary influences in 
gauging the fiscal impact of the government 
sector can perhaps be better understood by 
reference to this Chart. Earlier, it was shown 
(see Chart 1) that the gap between actual and 
potential levels of economic activity widened 
considerably in 1970. Consequently, the auto- 


matic influence of the weak performance of 
the economy on the combined budgets of all 
levels of government in Canada depressed 
revenues significantly below their potential 
levels. And, since expenditures are assumed 
to remain unchanged, the government sector 
surplus was also reduced below its full- 
employment level. 

Chart 2, therefore, shows that the decline 
in the actual surplus in 1970 was much 
greater than that in the full-employment sur- 
plus. This is simply due to the fact that the 
reduction in the actual surplus comprises 
both the impact of expansionary discretion- 
ary influences and the automatic depressive 
influence of the economy on the budget. Both 
sets of influences worked together to reduce 
the surplus, but since only discretionary influ- 
ences represent a change in the fiscal impact 
of the budget on the economy, the decline in 
the actual surplus in 1970 substantially over- 
states last year’s expansionary fiscal swing. 
In fact, a close look at Chart 2 will show that 
the actual net fiscal impact in 1970 (the 
change in the full-employment surplus over 
1969) is equivalent to about one-half of the 
reduction in the actual surplus. 

In 1971, by contrast, the further decline 
in the actual surplus understates the expan- 
sionary impact of the government sector. The 
full-employment surplus has declined more 
rapidly than the actual surplus because the 
downward influence on the surplus of dis- 
cretionary changes (reflected by the change 
in the full-employment surplus), has been 
partially offset by an automatic increase in 
revenues as the pace of economic growth 
picked up sharply in the first-half of this year. 

The net fiscal impact of the total govern- 
ment sector in Canada is shown in Chart 3. 
It clearly illustrates the shift to expansion in 
1970 and 1971. It will be shown later that 
the swing in federal policies is most respon- 


9A detailed review and evaluation of the 
administrative, cash and national accounts 
budgeting concepts is contained in R. M. Will, 
The Budget as an Economic Document, Studies 
of the Royal Commission on Taxation No. 1, 
(Ottawa: Queen’s Printer, 1966). 

10For a useful introductory note on the use and 
interpretation of the full-employment budget, 
see R. Solomon, “A Note on the Full-Employ- 
ment Budget Surplus’, Review of Economics 
and Statistics, XLVI (February 1964), pages 
105-108. A detailed theoretical and statistical 
treatment of the concept is found in M. Levy, 
Fiscal Policy, Cycles and Growth, National 
Industrial Conference Board, Studies in 
Business Economics, No. 81 (New York: The 
Conference Board, 1962). 
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sible for this development, as it was for the 
period of restraint in 1969. 


Chart 3 — Total Government Sector in 
Canada Net Fiscal Impact, 1968-1971 
Contractionary (+-) or Expansionary (— ) 
(As a percent of potential GNP) 


Percent 
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Note: The net fiscal impact measures the year-to- 
year change in the relative full-employment 
surplus shown in Chart 2. 


Source: Based on data published by Statistics 
Canada and estimates by Department of 
Treasury and Economics. 


Federal Budgetary Developments in 
1970 and 1971 


Full-Employment Budget Estimates 

The federal full-employment surplus on a 
national accounts basis, over the period 
1968-71, is plotted as a percentage of poten- 
tial GNP in Chart 4. The year-to-year 
changes in the relative full-employment sur- 
plus, which are shown in Chart 5, measure 
the net fiscal impact of the federal budget. 
That is, the net infusion or withdrawal of 
funds by the federal government (reduction 
or increase respectively in its full-employ- 
ment surplus) is measured relative to the 
full-employment potential performance of the 
economy. The automatic influences of the 
economy on the budget are removed and the 
changes unambiguously represent discretion- 
ary influences only. It is quite clear from 
Chart 5 that the planned fiscal impact in 
1971-72 of the federal national accounts 
budget on a full-employment basis is more 
expansionary than that of 1970-71. It is 


114/l references to total cash requirements will 
be exclusive of cash required for foreign 
exchange transactions. 

12Hon. Edgar J. Benson, Budget Speech, 
(Ottawa: March 12, 1970). 


equally clear that the expansionary thrust of 
the past two years has been necessary to re- 
verse the very restrictive fiscal policy posture 
of 1969. 


Budget Plans versus Realizations 

The clearest illustration of the federal gov- 
ernment’s intention to strengthen its fiscal 
impact on the economy during 1970 and 
1971 is provided by examining changes in 
federal forecasts of budgetary and total cash 
requirements!! during the two fiscal years. 
To trace the details of changes in the actual 
fiscal impact of the federal government’s bud- 
get, however, it is necessary to examine 
actual budget changes. Both forecasted and 
actual changes, which are summarized in 
Table 1, are discussed below. 


Original Federal Fiscal Program for 1970-71 
The fiscal plan for 1970-71, presented in the 
March 12, 1970 budget,!* was a continuation 
of the previous year’s restrictive policy which 
aimed at reducing inflationary pressures. It 
contained an extension to the end of 1971 
of an earlier decision to defer depreciation 
allowances on new commercial projects in 


Chart 4 — Federal Government 
Full-Employment Surplus, 1968-1971 
(As a percent of potential GNP) 
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*Estimated impact per October 14 budget. 
Note: For explanation, see Chart 2. 


Source: Based on data published by Statistics 
Canada and estimates by Department of 
Treasury and Economics. 


13For the purposes of this paper, the original 
surplus of $250 million for 1970-71 has been 
adjusted upwards by $50 million due to the non- 
implementation of consumer credit controls. 
Therefore, the following discussion proceeds on 


Chart 5 — Federal Government 

Net Fiscal Impact, 1968-1971 
Contractionary (+-) or Expansionary (—} 
(As a percent of potential GNP) 
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+1 
1) 
==il 
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Note: The net fiscal impact measures the yea 
year change in the relative full-employment 
surplus shown in Chart 4. 


Source: Based on data published by Statistics 
Canada and estimates by Department of 
Treasury and Economics. 


selected urban centres, including metroy 
tan Toronto. In addition, it included a 
vision for the implementation of cons 
credit controls. In the first-quarter of 1 
the volume of consumer credit outstan 
actually declined, however, and this provi 
was subsequently dropped. This buc 
although forecasting a small reduction ir 
budgetary surplus from $355 million inf 
1969-70 to $300 million in fiscal 1970-’ 
was clearly not intended as an expansio 
budget. | 

The weight of financial policy in the ¢ 
months of 1970 was also firmly directe 
reducing inflationary pressures. The Gc 
nor of the Bank of Canada, in his an 
report for 1969, stated, “. . . at the pr 
time inflation is the foremost economic f 
lem of the country as a whole”.!4* By 
1970, however, it had become obvious. 
a general slowdown in the economy — 
occurring. Major weaknesses had devel 
in output and employment, and the pro: 
of a significant rise in the external valt 
the Canadian dollar added a further be! 
touch to the outlook. 


the basis that the March 12 budget surplus 
was $300 million. | 
147. Rasminsky, Bank of Canada Annual — 
Report for the Year 1969, (Ottawa: Februa 
28, 1970), p. 9. 


ble I — Government of Canada Financial Position, Fiscal 1970-71 and 1971-72 


fillions of dollars) 


a 


1970-71 1971-72 
Mar. Oct. Dec. Dec. Jun. Oct. 
12/70 Sy a0 3/70 3/70 SIL AL) 
Forecast Forecast Forecast Final Forecast Forecast Forecast 
dgetary 
Transactions : 
Revenues 3-200", 13,100. 13,035 12,803 Medak 13,660 13,580 
Expenditures 1229 00M 1S: 250132355) LS aSe Dear 14,410 14,580 
Surplus (+-) or +300 = i150 —320 = Ss —750 —1,000 
Deficit (— ) 
tNon-budgetary —775 —1,185 —1,250 —804 na. —1,680 —1,600 
Deficit (— ) 
tal Cash Sea On e150. = 1570 1.182 —2 100 —2.430, = 2.600 
Requirements (— ) 
(excluding 


requirements for 
foreign exchange 
transactions ) 


irce: Receiver General for Canada, Public Accounts of Canada, Volume 1, and budget 


eches. 


djusted for the non-imposition of consumer credit controls. 
2 original forecast estimated a $50 million revenue loss and a budgetary surplus for 


0-71 of $250 million. 


ures may not add due to rounding. 


visions to Federal Fiscal Position for 

10-71 

expand its fiscal impact on the economy, 
federal government introduced a stream 
increases in budgetary and non-budgetary 
enditures in June, October and Decem- 
of 1970, but no reductions in taxes 
urred. The June measures!> included the 
lowing major items: increased equalization 
ments ($100 million); accelerated tax 
lection payments to the provinces ($150 
lion); an increase in the CMHC budget 
(00 million); and a summer employment 
gram. These measures were supplemented 
October'® by an accelerated disbursement 
funds under the Technical and Vocational 
ining Schools Program ($75 million), 
1 an additional expenditure directed speci- 
ly at regional unemployment ($60 
lion). 

As of October 13, 1970, the forecast of 
igetary revenues (see Table 1) was re- 
ed by $100 million due to the automatic 
uence of the weaker-than-expected per- 
mance of the economy on incomes and 
ice tax revenues. Budgetary expenditures, 
the other hand, were increased by $350 


on. Edgar J. Benson, Report to the House 
Commons on the Federal-Provincial 
nference, June 5-6, Winnipeg, (Ottawa: 
partment of Finance, June 8, 1970). 


million, producing a prospective deficit of 
$150 million for the year instead of the sur- 
plus of $300 million forecast in March. 
There was also an increase in net non- 
budgetary requirements of $410 million. 

The increase in total cash requirements 
from March to October was $860 million, 
compared with original requirements for the 
year as a whole of $475 million. Conse- 
quently, as shown in the table, total planned 
cash requirements for the year rose to $1,335 
million. With the exception of: (i) the auto- 
matic reduction in revenues to the tune of 
$100 million, (ii) exchange fund profits of 
$140 million, and (iii) the automatic in- 
creases in expenditures due to higher than 
forecast unemployment and welfare case 
loads, the planned increase in cash require- 
ments of $860 million was substantially dis- 
cretionary (amounting to something less than 
$600 million) and was a direct policy re- 
sponse to the deteriorating economic situa- 
tion. 

Toward the end of the year, the federal 
government began emphasizing the adapt- 
ability of federal fiscal policy: that is, the 
desirability of introducing changes to bud- 


!6Hon. Edgar J. Benson, Statement on 
Economic Policy, (Ottawa: Department of 
Finance, October 13, 1970). 


gets whenever appropriate rather than simply 
at the start of the fiscal year. And, on 
December 3, 1970,!7 still further expansion- 
ary measures were introduced including: a 
$150 million loan fund to the provinces; 
additional spending by government depart- 
ments and agencies on capital improvements 
($23 million); an increase in the capital 
budget of CMHC ($40 million); supple- 
mentary unemployment insurance benefits 
from January to June, 1971, and a capital 
cost allowance incentive to businesses en- 
gaged in manufacturing and processing. 

However, taxes were kept at previous 
levels by extending the surtaxes on personal 
and corporate incomes through 1971. This 
change added about $61 million!® to tax 
revenues in the last quarter of the fiscal year. 
Nevertheless, revenues were now estimated 
at about $165 million below the original bud- 
get due to a further revision since October of 
the expected performance of the economy. 
In effect, the total automatic adjustment in 
revenues amounted to $226 million. Of the 
total increase in planned cash requirements 
of $235 million since October (see Table 1), 
probably no more than about $100 million 
was due to discretionary increases in spend- 
ing. The total planned net infusion of addi- 
tional funds between March and December 
thus amounted to around $700 million. 

In the final analysis, however, budgetary 
~revenues and expenditures for fiscal 1970-71 
were both lower than estimated in Decem- 
ber, 1970. Revenues turned out to be $397 
million below the original March forecast 
despite the extension of the surtaxes which, 
as noted previously, added about $61 million. 
Therefore, the total automatic influence of 
the economy’s poor performance on _ the 
original budget revenue plan was around 
$450 million.!9 Also, there were evidently 
considerable delays in implementing changes 
on the expenditure side. Budgetary expendi- 
tures for the year turned out to be lower than 
even the October estimates and non-budget- 
ary requirements, which in December were 
estimated at almost $500 million above the 
March forecast, were only marginally higher 
in the final analysis than originally antici- 
pated. There is no satisfactory official ex- 
planation for these substantially reduced 
levels of actual compared with intended 
spending. The explanation offered by the 
federal Minister of Finance, Mr. Benson, in 
his June 18, 1971 Budget speech is: 


Hon, Edgar J. Benson, Budget Speech, 
(Ottawa: December 3, 1970). 


Federal and Ontario Fiscal Policy in 1970 and 1971 


“Whether certain payments will fall into 
one fiscal year or the next is always subject 
to some uncertainty as the calendar is 
rigid, but the progress of payments in 
relation to on-going and expanding pro- 
grams is less rigid. The increase in our 
total cash requirements was some $500 
million less than I indicated in my budget 
of last December because of such factors. 
In respect to some categories of spending 
these differences were fairly large, but 
there, were offsetting changes in respect of 
others. The impact of the economic pro- 
grams of the government upon the econ- 
omy was not, however, materially affected 
by these rather technical matters of 
timing.”° 


In conclusion, although the introduction 
of substantial in-year increases in forecast 
expenditures and total cash requirements 
gave the impression of an increasingly expan- 
sionary thrust during fiscal 1970-71, the 
actual outcome resulted in a relatively minor 
discretionary increase in total cash outlays. 
Of the actual increase in cash requirements 
over the original budget of $707 million 
($1,182 million less $475 million), over half 
of the increase was absorbed by the auto- 
matic $450 million revenue loss and part of 
the balance would inevitably have been taken 
up by the automatic increase in expenditures 
to cover higher than expected levels of un- 
employment. Consequently, the ‘adaptability’ 


8The figure of $61 million represents one- 
quarter of the total estimated revenues from the 
surtaxes in 1971. However, because of the 
timing of collections, particularly in the 
corporation tax, the final figures for the last 
quarter of fiscal 1970-71 may be somewhat less. 
'97t is interesting to note that the lower level of 
revenues occurred despite the fact that the 
federal forecast of the economy’s overall 
performance does not appear to have been all 
that bad. Mr. Benson forecast in his March 
budget that real growth would be in the 
neighbourhood of 3.0 per cent in 1970 with the 
rate of price inflation slightly less than the 

year before. In fact, real growth in 1970 turned 
out to be 3.3 per cent and the rate of price 
inflation was 4.1 per cent compared with 4.7 
per cent in 1969. Despite this relatively correct 
overall forecast, personal income tax revenues 
increased by only $612 million in 1970-71 
compared with the original forecast of $1,205 
million, and, corporate income tax revenues 
declined by $393 million compared with the 
forecasted decline of $132 million. Partially 
offsetting this approximately $850 million 
shortfall in income tax revenues was a $530 
million unforecast gain in other revenue 
categories. 


20Hon. J. Edgar Benson, Budget Speech, 
(Ottawa: June 18, 1971). 


of federal fiscal policy in fiscal 1970-71 was 
limited to changes in intended levels of 
revenues and expenditures and, because of a 
long implementation lag, it lacked the flexi- 
bility to bring about a significant economic 
impact in the short run. 


Original Federal Fiscal Program for 1971-72 
The federal fiscal plan for 1971-72 has 
shown a similar tendency to planned in-year 
expansion in 1970-71 (see Table 1). 

The first estimate for the fiscal year was 
revealed in the December 3, 1970 budget 
which stated that overall cash requirements 
for the year would be $2,100 million. No 
further details were given at that time. This 
amount represented a planned increase of 
$530 million over the figure of $1,570 mil- 
lion then forecast for fiscal 1970-71. How- 
ever, since the final cash requirements for 
1970-71 were $1,182 million, and cash 
requirements for 1971-72 in fact increased 
in June and October, a substantial carry-over 
of unrealized 1970-71 spending intentions 
into 1971-72 has occurred. 

The June 18, 1971 budget?! gives the first 
detailed presentation of the fiscal plan for 
1971-72. A budgetary deficit of $750 million 
was forecast, net non-budgetary requirements 
were expected to total $1,680 million, and 
total cash requirements thus were forecast 
at $2,430 million. This forecast figure was 
$1,248 million higher than actual require- 
ments for.the previous fiscal year. About 
one-third of this increase is accounted for by 
the large carry-over of unrealized 1970-71 
spending intentions. 

In contrast to budgetary developments 
during 1970-71, which were designed to ex- 
pand public rather than private spending, the 
June budget introduced measures principally 
to encourage confidence and spending in the 
private sector of the economy. Among these 
measures were removal of the personal and 
corporate income surtaxes and extension of 
tax relief at lower income levels (for a total 
infusion of funds to the private sector of 
$175 million), reductions in the excise tax on 
radio and television sets, etc. ($40 million), 
and withdrawal of the sales tax on anti- 
pollution equipment and margarine ($15 
million). Undoubtedly the experience of 
fiscal 1970-71, ie. continued rising unem- 
ployment, has suggested to the federal 
government that primary reliance on planned 
increases in public spending, particularly in 
arm’s length categories, is not an effective way 
of stimulating the economy in the short term. 


21Hon. Edgar J. Benson, Budget Speech, 
(Ottawa: June 18, 1971). 


Revisions to Federal Fiscal Policy Progran 
for 1971-72 

The October 14, 1971 “emergency” by 
get?? was intended to reinforce the thrust 
the June budget. A program consisting 0 
series of expenditure increases and tax ¢ 
was proposed. Expenditures and disbur 
ments were increased by approximately $5 
million with the introduction of the follow 
measures: a $100 million Local Initiat 
Program; an expansion of Canada Manpot 
Training Programs ($35 million); the est 
lishment of another $160 million Spe 
Development Loan Fund to the provinces; 
acceleration in CMHC loans ($113 millio 
and an expansion of federal capital wo 
projects ($80 million). The tax cuts ¢ 
sisted of a temporary 7.0 per cent reduct 
in the federal corporate income tax, an 
temporary 3.0 per cent cut in the federal f 
sonal income tax, both effective July 1, 1! 
until the end of 1972. The corporate tax 
is expected to cost the federal governm 
$160 million in revenues in fiscal 1971- 
and the cut in personal taxes a further $ 
million in the same period. 

These emergency measures have increa 
the planned budgetary deficit by $250 mill 
from the June forecast, to a total of $1 bill 
for 1971-72, and total cash requirem« 
from $2,430 million to $2,600 million. T: 
revenues for fiscal 1971-72 are forecas' 
only $80 million lower than the earlier J 
estimate despite the $285 million tax cut 
revenues have been considerably more bu 
ant than anticipated in previous budget fi 
casts. 

All in all, planned total cash requirem 
for 1971-72 have increased by $500 mil 
over the December 3, 1970 estimate 
$2,100 million. The forecast of revenues 
increased by over $200 million due to 
better than expected performance of 
economy. Consequently, the total plar 
increase since December, 1970 in the 
cretionary fiscal thrust for 1971-72 is arc 
$700 million. In fact, the carry-over of 
realized 1970-71 spending intentions 
pands this thrust considerably to an am: 
of well over $1 billion. Thus, the fiscal 
pact in 1971-72 will be substantially lé 
than that in 1970-71 provided there i 
large carry-over into 1972-73. Some ¢i 
over is, of course, inevitable, particu 
since there is still considerable emphasi 
expenditure packages similar to those i) 
duced around the same time last year. | 


22Hon. Edgar J. Benson, Statement to the Hc 
of Commons (Ottawa: Department of Fina. 
October 14, 1971). 


n conclusion, federal fiscal policy in 
1-72 has again shown the adaptability 
t demonstrated in 1970-71. However, 
pite the use of tax reductions this year 
e actual cash benefit of which will in any 
> be delayed until late in the fiscal year) 
iddition to expenditure increases, the de- 
> of flexibility in the 1971-72 fiscal pro- 
m remains to be demonstrated. 

: 

ario Budgetary Developments in 

0 and 1971 


Employment Budget Estimates 

) fiscal impact of the Ontario Government 
ime firmly expansionary in 1971, rein- 
ing the more moderate expansionary 
st of 1970. Chart 6 shows that the 
employment budget surplus on a national 
nts basis, measured as a percentage 
3PP, declined in 1970 and 1971, after 
g over the previous two years. The 
ive net fiscal impact shown in Chart 7, 
‘h is simply the year-to-year change in 
full-employment surpluses shown in 
tt 6, clearly demonstrates that the ex- 
ionary swing of 1970 and 1971 in rela- 
terms is twice that of the contractionary 
ict of 1968 and 1969. 


t 6 — Government of Ontario 
‘Employment Surplus, 1968-1971 
i percent of potential GPP) 


ent 


1968 69 70 aie 


mated as at December 13, 1971. 


Full employment is defined for purposes 
S analysis as the level of employment 
lated with 3.0 per cent unemployment. The 
ting concept employed is the national 
ints budget and both revenues and 
ditures are adjusted to their 
mployment levels. 
e: Estimated by Og ali gabs of Treasury 
conomics. 


Chart 7 — Government of Ontario 

Net Fiscal Impact, 1968-1971 
Contractionary (+-) or Expansionary (—) 
(As a percent of potential GPP) 


Percent 


as 


—1 
1968 69 70 Hell 
ee ee ee ee ee 
Note: The net fiscal impact measures the year-to- 
year change in the relative full-employment 
surplus shown in Chart 6. 


Source: Estimated by Department of Treasury 
and Economics. 


A: comparison of the federal net fiscal 
impact relative to potential GNP for Canada 
and the provincial net fiscal impact relative 
to potential GPP for Ontario, reveals that 
the recent expansionary thrusts of the two 
levels of government in their respective 
economies have been of roughly the same 
relative order of magnitude. This point un- 
derscores once again the importance of pro- 
vincial fiscal policy in the Ontario economy. 


Budget Plans versus Realizations 

Table 2 summarizes the changes in the finan- 
cial position of the Ontario Government for 
fiscal 1970-71 and sets out the original and 
latest revised forecast for the current fiscal 
year.*3 


Original Ontario Fiscal Program for 1970-71 
The Ontario fiscal plan for 1970, as pre- 
sented in the March 31, 1970 budget,24 was 
designed to provide a moderate expansionary 
stimulus to the economy. The inevitable 
slowdown in growth and employment under 
the weight of federal policies of restraint was 
recognized at that time, and the budget stated 
that any further restraint upon the economy 
would be excessive and contribute little to 
reducing the inflationary pressures. It was 
felt that such a fiscal program was appro- 
priate in the face of an uncertain economic 
environment. The Ontario Government stated 
at that time that should the economic outlook 
deteriorate, policies would be quickly ad- 
justed. This approach of creating a moderate 
stimulus stands in contrast to that outlined 
in the federal budget of March 1970, which, 
as noted previously, was aimed at strengthen- 
ing the federal policy of restraint by intro- 
ducing consumer credit controls and extend- 
ing the deferral of capital cost allowances. 
The moderate expansionary stimulus in 
the original Ontario budget plan was achieved 
by a combination of expenditure increases 
and tax cuts. The budgetary surplus was 
forecast at $11 million, compared with a 
surplus of $52 million in the previous year. 
The non-budgetary surplus was forecast at 


Table If — Government of Ontario Financial Position, Fiscal 1970-71 and 1971-72 


(Millions of dollars) 

—— ——————————— SS ee ee eee eee 
1970-71 1971-72 
Mar. Apr. Dec. 
3/770 ZO Fa SVG 
Forecast Final Forecast Forecast 


Se eee ee ee 


Budgetary Transactions: 


Net General Revenues 3,739 
Net General Expenditures o.728 
Surplus (+ ) or Deficit (— ) 11 
Net Non-budgetary Surplus (+ ) 63 
or Deficit (—) 
Total Cash Surplus (+) or 74 


Requirements (— ) 


SRUSP: 3,847 3,883 
3,846 4,262 4,436 
—94 —415 =e) 
152 gp 194 
58 —344 Soh) 


———————— ee a 


Source: Department of Treasury and Economics. 


234s at December 13, 1971. See, Hon. W. Darcy 
McKeough, Introduction to Supplementary 
Estimates. 


4Hon. Charles MacNaughton, Ontario Budget 
1970, (Toronto: Department of Treasury 
and Economics). 


Federal and Ontario Fiscal Policy in 1970 and 1971 


$63 million, down sharply from $283 million 
in 1969-70. The net flow of funds from bud- 
getary and non-budgetary transactions com- 
bined was thus estimated at $74 million, a 
decrease of $261 million over the previous 
year. 

The main items of the expenditure pro- 
gram included: supplementary tax relief for 
pensioners with limited incomes ($10 mil- 
lion); increased financial aid to local govern- 
ments to extend property tax relief ($125 
million); environmental control measures 
($12 million); establishment of a capital 
fund under Ontario Housing Corporation 
Limited ($50 million), and expansion of 
insured health services ($7 million). 

Selective tax relief was provided in three 
areas: succession duties — principally in- 
creased exemptions for widows and widow- 
ers (at a cost of $3 million); retail sales taxes 
— removal of the 5 per cent tax on a number 
of production tools in order to aid industry 
to reduce production costs (at a cost of over 
$7 million), and accelerated capital cost 
write-off for water pollution control equip- 
ment (at a cost of about $3 million). 


Revised Ontario Fiscal Program for 1970-71 
Table 2 shows that the original Ontario 
budget program for 1970-71 underwent sub- 
stantial in-year change as did the March 
1970 federal budget. The final figures for 
the year show that the surplus forecasted 
on budgetary account of $11 million became 
a deficit of $94 million, representing a swing 
of $105 million. The forecast surplus on 
non-budgetary account of $63 million in- 
creased by $89 million to $152 million. 
These budgetary and rion-budgetary changes, 
being largely offsetting, thus had little im- 
pact on the total cash surplus — which at $58 
million remained close to the original fore- 
cast. 

On the budgetary account both revenues 
and expenditures were higher than previously 
anticipated, but only expenditures increased 
significantly, rising by $118 million over the 
original forecast of $3,728 million. To a large 
extent the increases in expenditures were 
discretionary: 


“In terms of timing, the expansionary 
effects of the budget were heavily concen- 
trated in the winter and early spring 
months, when unemployment was most 
severe and the government’s social policies 
were of the greatest benefit.?° 


Expenditure increases included: property 
tax rebates for farmers and additional bene- 
fits in the form of property tax reduction 
grants for pensioners ($25 million); ex- 
tended medicare coverage ($18 million), 
increased public housing subsidies ($6 mil- 
lion); accelerated public works, increased 
vocational school construction and special 
winter employment programs (for a total of 
$21 million); salary increases in the mental 
health program, and the introduction of a 
second language program (about $12 mil- 
lion). In addition, general welfare expendi- 
tures increased automatically by about $11 
million due to higher levels of unemploy- 
ment. Of the total increase in expenditures 
of $118 million, approximately $100 million 
resulted directly from changes to the original 
budget plan and thus was of a discretionary 
nature. 

Non-budgetary account changes were also 
fairly large: receipts and credits were $59 
million above forecast and disbursements and 
charges $30 million below forecast, for a net 
increase in the flow of funds originally anti- 
cipated of $89 million. The increase in re- 
ceipts was due to a more rapid rate of 
repayment of loans and advances and higher 
CPP receipts. The lower level of disburse- 
ments and charges reflected a slower than 
anticipated use of funds available for loans 
and advances. 

These non-budgetary developments un- 
doubtedly- reduced the economic impact of 
the budget below that originally anticipated. 
Nevertheless, in view of the poor short-term 
flexibility of many arm’s length expenditures, 
it is significant that in-year changes to the 
Ontario fiscal program were concentrated in 
the more flexible direct budgetary expendi- 
tures. In-year changes to the federal fiscal 
plan for 1970-71, by contrast, placed almost 
equal emphasis on increases in budgetary and 
non-budgetary expenditures. And, it was 
primarily due to the inflexibility of non- 
budgetary programs that the federal fiscal 
impact was very much lower than planned. 


Original Ontario Fiscal Program for 1971-72 
The Ontario fiscal plan for 1971-72, pre- 
sented in the Ontario Budget 1971, on April 
26, contained measures designed to continue 
and increase the expansionary thrust of pro- 
vincial fiscal policy adopted during 1970. 
The policy design involved stimulating the 
economy primarily with substantial tax re- 
ductions while containing expenditure growth. 
It was felt that by these means private econo- 


25Hon. W. Darcy McKeough, Ontario Budget 
1971, p. 89. 

26Hon. W. Darcy McKeough, Ontario Budget 
1971, pp. 11 and 12. 

27Hon. W. Darcy McKeough, Ontario Budget 


28T hese anticipations were subsequently borne 
out by the results of the Dominion Bureau of 
Statistics’ survey of investment intentions for 
1971 which called for a 2.9 per cent increase 
in capital expenditures on machinery and 
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mic activity and investment could be 
creased and employment expanded with 
stimulating inflationary pressures. This po 
contrasts sharply with that of the fed 
government which until June relied so 
on expenditure increases to stimulate 
economy and in fact included, in Decem 
1970, the decision to extend the pers 
and corporate income surtaxes. 

In the original budget plan for 1971 
the full-employment budgeting approach 
applied, for the first time by any governn 
in Canada, to the design of fiscal policy: 


‘“Full-employment budgeting is part 
larly relevant to the current economic s 
ation and the problem of fiscal pe 
co-ordination in the Canadian federal 
tem. Budgetary deficits are comm 
understood to be expansionary. Howe 
the full-employment budget adds a 
dimension to this conventional appre 
to fiscal policy formulation. It emphas 
the way in which revenues increase as ' 
nomic activity revives and exert a | 
drag”, thereby slowing down econc 
expansion, possibly before full emp 
ment has been achieved . . . Our plan 
offsetting the slack in the economy 
counteracting the federal government’ 
drag in Ontario . . . First, in line with 
objective of controlling the growth of 
public sector, our expenditures have | 
held to a level of $4.26 billion. This elc 
matches the level of expenditures W 
would be appropriate for us if the e 
omy were operating at full employn 
Second, we have cut taxes in a way W 
restores the growth potential of our e 
omy. Thus, without any tax cuts 
revenues at full employment could bé 
pected to increase to some $4.17 bil 
with a resulting deficit of $80 mil 
However, by cutting taxes, we will re 
the growth potential of revenues at 
employment by about $70 million 
total of $4.1 billion, with a resulting d 
of $150 million. Most importantly, | 
ever, the tax cuts in this budget ar¢ 
signed to offset part of the fiscal dri 
federal revenue growth as the ecor 
reacts to our planned budgetary defiv 
$415 million for 1971-72.”6 | 

i 

While the overall level of expenditure: 
contained, the budget did include increa‘ 
spending in the following areas: a fu 
increase in the level of financial supp 


cent the year before. Dominion Bureau of | 
Statistics and the Department of Industry, ' 
and Commerce, Private and Public Investn’ 
in Canada, Outlook 1971, (Ottawa: Inform’ 
Canada, April, 1971). 


1 governments re property tax relief ($78 
ion); an expansion of summer job op- 
unities for students ($17 million); a 
bling of the commitment for direct lend- 
in housing; the allocation of funds to 
jide financial assistance to urban transit 
ems and to provide aid in environmental 
rol. 
ax reductions, however, represented the 
ie method of directing the fiscal thrust. 
y were termed, “the key initiative in the 
yet to stimulate a revival of economic 
vth and job opportunities in Ontario.”27 
major tax incentive comprised a 5.0 per 
tax credit for investment in machinery 
equipment. While this action meant an 
nated revenue loss of $125 million in 
| 1971-72 and an equivalent amount in 
following year, it was deemed essential 
ffset the slowdown anticipated in job- 
ing investments in new production facili- 
8 It should be noted that, for reasons 
d in the budget, a reduction in the per- 
l income tax was not considered to be a 
tic alternative. Nevertheless, it is signi- 
t that a cut in the personal income tax 
thought to be desirable at the time. In 
a request was also made in the budget 
the federal government reduce personal 
corporate income taxes on a national 
through elimination of the “temporary” 
er cent federal surtaxes. This step was 
tually taken by the federal government 
; June, 1971 budget. 


sed Ontario Fiscal Program for 1971-72 
October 8, Prime Minister Davis an- 
ced further Ontario Government policy 
ns to reinforce the basic fiscal plan 
duced in the April budget.29 These 
ns, which comprised a two-part plan for 
omic stimulation, were deemed neces- 
in view of the lack of any improvement 
unemployment situation in Ontario and 
Incertainties caused by the recent eco- 
¢ measures by the United States. 
l€ two-part plan involves the balanced 
f tax reductions and selective expendi- 
increases. These changes will result, as 
scember 13,39 in an increase in the bud- 
y deficit of $138 million to a record 
of $553 million. Expenditures and 
ues are forecast at $174 million and 
million respectively above the April 
ates. The surplus on non-budgetary ac- 
t Is now forecast at $194 million, com- 
lwith $71 million in the original budget. 
tdingly, total cash requirements to 


finance net budgetary and non-budgetary 
transactions have increased to $359 million, 
or $15 million over the original budget figure 
of $344 million. 

The increase in budgetary expenditures of 
$174 million is mainly discretionary as it 
includes substantial expenditures under a 
direct winter employment stimulation pro- 
gram and an acceleration of capital works 
projects started earlier in the year. In addi- 
tion, it covers a variety of other discretionary 
measures detailed in the Supplementary Esti- 
mates. Only about $12 million of the increase 
can be attributed directly to the automatic 
influence of the economy on the budget, due 
to the impact on welfare benefit payments of 
high levels of unemployment. 

The increase in the forecast of budgetary 
revenues of $36 million has occurred despite 
a reduction in personal income tax revenues 
amounting to $28 million. An upward revi- 
sion of $75 million in the forecast of revenues 
from the corporate income tax is the major 
factor. This essentially reflects a change in 
anticipations with respect to the disposition 


. of claims under the corporate investment tax 


credit scheme between 1971-72 and 1972-73. 

In his statement of October 8, the Prime 
Minister of Ontario called for federal tax 
reductions to stimulate economic revival. He 
offered to join the federal government in im- 
plementing a cut in personal income taxation, 
recommending a complementary reduction 
of the provincial tax. With the federal an- 
nouncement on October 14, the Ontario 
personal income tax was in turn reduced. 
This reduction will take effect in two distinct 
Stages, involving a 3.6 per cent retroactive 
tax cut for the six-month period July 1, 1971 
to December 31, 1971 at a revenue cost of 
$22 million, and a 3.0 per cent tax cut for the 
twelve-month period January 1, 1971 to 
December 31, 1972, at a revenue cost of $36 
million. 

In addition to the personal income tax 
cuts, the Ontario Government has proceeded 
with tax actions in three other areas. In Sep- 
tember of this year reforms to the health in- 
surance premium system were announced, 
involving principally abolition of premiums 
for persons aged 65 and over and for their 
eligible dependants effective January 1, 1972, 
and reduction in the total premium levels. 
This reform is expected to reduce total pre- 
mium collections by $127 million annually. 
The Ontario corporations tax is to be 
amended to ensure that federal employment 
support grants will not be taxable in Ontario. 


t. William Davis, Ontario’s Plan for 
omic Stimulation, (Queen’s Park: 

er 8, 1971). 

. W. Darcy McKeough, Introduction to 
ementary Estimates. 


31See for example: Hon. Charles MacNaughton, 
“The Public Sector and Economic Policy”, 
Ontario Budget 1970; Hon. W. Darcy 
McKeough, ‘““New Directions in Economic 
Policy Management in Canada’, and 


Finally, major changes in succession duties 
designed to provide substantial relief to all 
categories of beneficiaries will go into effect 
on January 1, 1972. 

The revision to the forecast of the non- 
budgetary surplus has followed the same up- 
ward pattern as last year, and for similar 
reasons. Receipts and credits are up $36 
million largely because of higher proceeds 
from CPP and other non-public debenture 
issues. Disbursements and charges are re- 
duced by $87 million mainly because of a 
slower than expected pick up of funds by 
various government corporations. On_bal- 
ance, these changes reduce the expansionary 
impact of the tax cuts and discretionary 
expenditure increases. 

Nevertheless, in comparison with federal 
fiscal policy in 1971-72 three features of 
Ontario policy stand out: 


(1) it was based on an objective “full- 
employment budgeting” assessment 
of the impact of current policy; 


(ii) it included more emphasis on tax 
cuts rather than expenditure in- 
creases. In addition those increases in 
expenditures that occurred were 


mainly direct, rather than arm’s 
length; and 
(ili) the major policy incentives — tax 


credits and cuts and winter employ- 
ment expenditure programs — pre- 
ceded similar federal action. 


If! PROBLEMS OF DESIGNING AND 
IMPLEMENTING SHORT-TERM 
ECONOMIC STABILIZATION POLICY 


The task of short-term economic stabilization 
is demonstrably very difficult. It is, however, 
even more complicated in a federal state such 
as Canada. The Ontario Government has ex- 
pressed its view in this regard on many occa- 
sions,*! and they will not be reiterated here. 
Nevertheless, in light of the obvious failure 
of federal policies to maintain high levels of 
employment, and in view of the absence of 
new federal initiatives with respect to federal- 
provincial fiscal policy co-ordination, it seems 
important to consider briefly those problems 
revealed in this paper. These are the prob- 
lems of lags in the implementation of policy 
changes, the balance of policy-mix between 
expenditure changes and tax changes, and 
the problem of estimating the direction and 
degree of fiscal impact. 


The Reconstruction of Economic and Fiscal 
Policy Co-ordination in Canada, a statement 
presented to the Meeting of First Ministers, 
Ottawa: November 15-16, 1971. 


Federal and Ontario Fiscal Policy in 1970 and 1971 


In section II of this paper, it has been 
argued that federal fiscal policy in the past 
two years has teen far less effective than 
federal expectations have led us to believe. 
The basic problem was seen as one of imple- 
mentation, in which the very long lags be- 
tween decisions and actions were drastically 
underestimated. Of particular concern is the 
fact that despite the poor experience of the 
in-year changes to the expenditure programs 
in fiscal 1970-71, that route was again chosen 
to channel the major thrust of federal fiscal 
policy in 1971-72. Recognition of the impor- 
tance of tax reductions came later, and only 
after widespread public prompting. 

The Senate Finance Committee*? has ob- 
served the following with respect to the prob- 
lems of lags (not just those of implementa- 
tian but of recognition, decision and impact 
also): 


“Recent research indicates that these 
(time) lags are even longer and more 
variable than was previously thought. 
Canadian economic policy has not taken 
adequate account of lags nor are the exis- 
tence and significance of lags sufficiently 
known to Parliament and the general 
public.’ 


The Ontario Government, in both its 1970 
and 1971 budgets, has attempted to maxi- 
mize the flexibility of its fiscal policy by con- 
taining expenditure growth while employing 
tax cuts as the major discretionary economic 
stimulus. In addition — and in contrast to 
federal policy —those in-year revisions to 
expenditures which have occurred have been 
mainly direct and not arm’s length. Direct 
expenditures offer a greater degree of short- 
term flexibility. The Senate Finance Commit- 
tee has supported greater emphasis on tax 
changes for short-term economic stabilization: 


“The use of fiscal policy should lean 
more to adjustments in taxes than adjust- 
ments in government expenditures. Despite 
“tax shifting’, (the treating of taxes as 
transferable costs) tax changes remain a 
highly effective means of stabilizing the 
economy.’*4 


This paper has also emphasized the im- 
portance of the concept of full-employment 
budgeting to fiscal policy formulation. The 
Ontario Government employed this concept 
in its 1971 budget design. Once again the 
Senate Finance Committee has supported 
such a move: 


“The Minister of Finance told us that he 
discerned some important practical diff- 
culties in applying a high-employment- 
budgeting rule to the Canadian federal 
government and he questioned whether the 
concept would be particularly illuminating 
to the public or otherwise useful. 

We took careful account of the Mini- 
ster’s views on this point. But we could 
not help observing also that the Ontario 
government, as well as the United States 
federal government, has seen virtue in the, 
concept, and that both have found ways of 
adapting it to their needs. It seems to us 
that some reasonably flexible adaptation of 
the concept to the budgeting of the federal 
government in Canada would also be 
helpful. 

We therefore recommend that the 
federal government adopt the concept of 
high-employment-budgeting, at least to the 
extent of always estimating, in budget 
presentations, what the budgetary position 
would be at high employment and of 
analyzing reasons for changes in the esti- 
mated figures since the previous presenta- 
tens? 


The Economic Council of Canada*¢ has also 
made use of the full-employment budget con- 
cept in analyzing the economic impact of the 
government sector in Canada to illustrate 
that fiscal policy of all levels of government 
has shifted towards less restraint over the 
past two years. 


CONCLUSION 


The Canadian economy has been performing 
below potential for the past few years. In 
1970, economic growth was particularly weak 
largely due to the lagged impact of federal 
policies of restraint adopted late in 1968 and 
applied throughout 1969 and into the first 
half of 1970. The original federal program 
for fiscal 1970-71 was designed to maintain 
this policy of restraint. Substantial in-year 
increases in planned expenditures, however, 
reversed the thrust of fiscal policy to one of 
expansion. Nevertheless, because of the exis- 
tence of a long implementation lag, the actual 
fiscal impact of the revised 1970-71 program 
fell considerably short of federal expectations. 
Not only were total cash requirements for the 
year well below forecast but more than one 
half of the increase in cash requirements over 
the previous year was automatically absorbed 
by the weaker than expected performance of 
revenues. 


32Hon. Douglas D. Everett and Hon. Hartland 
de M. Molson, Report of the Standing Senate 
Committee on National Finance on Growth, 
Employment and Price Stability, (Ottawa: 
Information Canada, 1971), page 40. 


33Senate Finance Committee, Growth, 
Employment and Price Stability, page 2/. 
34] bid. page 38. 


Even so, the full-employment budget ¢ 
mates show that—on a national accor 
basis — the federal fiscal impact was exp 
sionary in 1970, though nowhere nearly si 
cient to completely reverse 1969's restric 
impact. In 1971-72, the planned federal 
pansionary swing is more pronounced pa 
because of a carry-over into the current fi 
year of unrealized 1970-71 spending ini 
tions. Some carry-over of this year’s prog 
into next year appears inevitable, and } 
thus unlikely that the full planned impact 
materialize in 1971-72. However, the tax 
ductions in this year’s program give it 
flexibility than last year’s, and there se 
to be no reason to doubt that this combi 
expansionary fiscal impact of 1970-71 
1971-72 is greater than the restrictive im, 
of 1969. 

Ontario fiscal policy for 1970-71 was 
contrast to federal policy, designed from 
outset to be expansionary, albeit modera 
so. It showed the same adaptability 
federal policy, undergoing substantial in- 
changes intended to reinforce its ex 
sionary thrust. In fact, in terms of the ove 
cash position, little change occurred du 
the year, because a larger than expected 1 
budgetary surplus offset the significant 
crease in the budgetary deficit. ' 
full-employment budget estimates show, h 
ever, that the national accounts budget 
an expansionary impact in 1970. Ont 
fiscal policy was more flexible than fec 
policy because in-year changes in expe 
tures were concentrated in direct rather 
arm’s length categories. 

The contrast in federal and Ontario bu 
plans which occurred in 1970-71 also apf 
in plans for the current fiscal year. The 
tario plan again moved more quickly 
the federal program toward expansion W 
combination of tax cuts and expenditur 
creases. The federal program expanded 
Ontario’s, and federal tax cuts came 
tively late. 

In the past two years, the fiscal impa 
the Ontario government in the provi 
economy has been almost as pronounce 
relative terms, as that of the federal go’ 
ment in the Canadian economy. Accordi 
the Ontario budget has become a key 
nomic document insofar as the short 
economic stabilization of the Or 
economy is concerned. This recent evol 
of an independent provincial fiscal poli 
Ontario underscores the importance of 


35] bid. page 38. | 
36Economic Council of Canada, Performal’ 


and Potential. ) 


a 
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-provincial fiscal policy co-ordination.37 
i the past two years the direction of 
ist in federal and Ontario fiscal policies 
fortunately, been the same, although in 
is of the timing of major initiatives On- 
) has tended to move first. However, in- 
endent pursuit of contrary policies is a 


| 
| 


possibility in the future given existing ‘evi- 
dence of lack of co-ordination. This year, for 
example, in the absence of federal plans for 
dealing with winter employment problems, 
the Ontario government went ahead with its 
own program. Subsequently, the federal 
government instituted its program which 


overlaps the Ontario program in certain 
areas. Such duplication limits the efficiency 
and flexibility of fiscal policy in Ontario. 
There is little doubt that the utilization of 
federal-provincial fiscal resources could be 
made more efficient through co-ordinated 
policies. 


Sg eee 


his regard it should be noted that the 

ri0 government has suggested the establish- 
of aJoint Economic Committee composed 
leral and provincial Ministers of Finance 


to annually review economic performance and 
set economic targets for the future. Agreement 
on this matter has been reached in principle. See 
Hon. William Davis, An Economic Strategy 


for Ontario, (Ottawa, October 14, 1971), and 
Hon. W. Darcy McKeough, Introduction to 
Supplementary Estimates. 
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About the Review 

The January/February edition of the 
Ontario Economic Review presents an 
article on the recently completed input- 
output table for the Niagara Region of the 
Province of Ontario. The table portrays 
the regional economic structure in terms of 
interindustry flows of goods and services 
and their interrelation with the final demand 
sector. The study also examines the extent 
to which this regional model can improve 
our analytical capability for economic 
forecasting and identifying key productive 
sectors at the regional level. 

The first part of this article outlines the 
conceptual framework of the Niagara 
input-output model and provides a concise ~ 
exposition of the underlying methodology. In 
the second part, an attempt was made 
to apply the regional input-output model to 
estimate the regional income multipliers 
for different sectors and their effects in terms 
of income generation. The three basic 
tables — the transactions flow table, the 
direct requirements table and the total 
requirements table — are examined and 
presented in tabular form in the Appendix. 
The final section provides a summary of 
the statistical data sources and estimating 
procedures used in the construction of 
the model. 

This article was prepared by Mr. S. M. 
Batrik of the Economic Analysis Branch of 
the Economic and Statistical Services 
Division. 

The Ontario and Canada economic review 
of 1971 and forecast for 1972 was prepared 
by the Economic Planning Branch, Policy 
Planning Division, Department of Treasury 
and Economics. 


Indicator Charts, Pages 40-42 
Fluctuations in aggregate economic activ 
— commonly used to define business cyel 
do not necessarily correspond with fluctt 
tions in the individual activities which m 
up the aggregate. Instead different indica 
of economic activity may vary with respé 
to both their rates of growth and the timi 
of their peaks and troughs: some may 
grow more rapidly than others, some 
change direction sooner. 

Those activities which tend to assume 
a direction in advance of the aggregate — 
because they relate to future rather than 
present production — are referred to as 
leading indicators, and are widely used t 
anticipate the short-run future course of 
overall economy. The charts on pages 4( 
in the Ontario Economic Review present 
a number of these leading indicators, as’ 
as several which are coincidental to or 
lag behind the aggregate, to provide for 
the reader an opportunity to make 
such an evaluation. 

While comparisons of the timing and 
direction of general changes in the vario 
indicators can readily be made, great cai 
must be exercised in making such a 
comparison of the amplitude of fluctuati 
Of the three vertical scales used — ‘A’ 
(arithmetic) and ‘L 1’ and ‘L 2’ (logari 
scales with one and two cycles respectiv 
over a given vertical distance ) — only tt 
logarithmic scales can be used to compa 
relative changes in different indicators. . 
this applies only when all series being 
compared are on the same logarithmic — 
scale. In such a situation all parallel line 
represent equal rates of growth, the exa 
rate of growth being determined by 
the slope of the line. 


NADA — 1971 IN PERSPECTIVE 


-anada, the focus of economic policy in 
1 shifted towards the creation of addi- 
al jobs. Evidence of this was seen in the 
insionary June 18 federal budget which 
intended to stimulate the economy by 
oving the personal and corporate 3 per 
-surtax, lowering other taxes to pension- 
and removing, through the introduction 
ie tax reform bill, some of the uncertain- 
that had plagued the business community 
2 the release of the White Paper on Tax 
ym in the fall of 1969. With a relatively 
growth in GNP in the first two quarters, 
ting from a strong recovery in consumer 
ding, rising exports, and a buoyant con- 
tion sector, a mood of cautious optimism 
reated the economy at mid-year. 
his optimism was short-lived, as on Aug- 
15, President Nixon unveiled a set of 
omic measures designed to restore the 
ing U.S. economy to its potential. The 
m package immediately re-introduced a 
ate of uncertainty and pessimism through- 
the economy. The uncertainty was rein- 
2d by concerted efforts by Congress to 
x about speedy passage of the Domestic 
national Sales Corporation (DISC) 
and the Job Development Tax Credit 
TC) plan, both of which would have 
erious effects on the Canadian economy 
1¢ long run. In addition, discretionary 
TS granted President Nixon to impose 
ef import curbs and to levy a special 
t cent excise tax on Canadian-made cars 
€r aggravated an unhealthy situation. 
1¢ federal government, realizing that 
ional firm action was necessary to keep 
conomy from losing its momentum, in- 
iced further expansionary measures on 
ber 14. Besides increasing government 
ding through extensive winter works 
rams, personal tax rates were cut 3 per 
to bolster consumer spending and cor- 
lion taxes were lowered by 7 per cent 
ovide corporations with an opportunity 
pand their operations and create much 
od jobs. 
l¢ programs aimed at expanding the 
omy were only partially successful. It is 
hat growth of GNP reached 9.1 per cent 
-xports, despite Mr. Nixon’s measures, 
in the last half of the year while con- 
I spending was very buoyant in 1971. 
ist this background of growth, however, 
ployment continued to climb and rose 
© highest levels in over ten years, with 
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the result that an average 6.4 per cent of 
Canada’s labour force was out of work in 
1971. While some of this increase could be 
attributed to an extraordinarily rapid growth 
in the labour force and some paring of per- 
sonnel by many employers, the federal gov- 
ernment’s measures were not immediately 
adequate to meet the employment demands 
of the country. It was also disappointing that 
manufacturing operations, which have a high 
labour content, remained very sluggish 
throughout the year, while other sectors, not 
so labour-intensive, surged ahead. 

Business confidence received a welcome 
stimulus on December 18, 1971 when the 
U.S. removed the 10 per cent surcharge and 
the Group of Ten countries agreed on a 
general international currency realignment. 
It was also agreed that Canada would con- 
tinue negotiations with the U.S. on trade 
matters that have been of concern to the 
U.S., such as the Auto Pact, Canadian pur- 
chases under defense purchase agreements 
and the smallness of the duty-free allowance 
received by Canadian tourists returning from 
the U.S. 

In general, 1972 began with renewed op- 
timism and economic vigour. 


CANADA — OUTLOOK IN 1972 


The recovery of the Canadian economy, well 
underway in 1971, will continue throughout 


Gross National Product — Canada 
($ millions) 


1970 

Personal expenditure on 

consumer goods and services 48,995 
Government current expenditure 

on goods and services 15,802 
Gross fixed capital formation 17,961 
Value of physical change 

in inventories 122 
Exports of goods and services 20,969 
Imports of goods and services 195833 
Gross National Expenditure 

at Market Prices 84,468 
Implicit Price Index (1961 = 100) 133.6 
Gross National Expenditure 

at Constant 1961 Dollars 63,210 
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1972, as total real output of all goods and 
services is expected to increase by 6.3 per 
cent. This is more than one per cent above 
the average compound growth rate over the 
period 1965-70. 

The momentum of consumer spending 
should continue through 1972, since dispos- 
able incomes will be increased by the 3 per 
cent tax reduction which took effect on 
January 1, 1972 and by higher unemploy- 
ment insurance benefits and increased family 
allowances and increased employment. In 
total, a 9.5 per cent increase in consumer 
spending on goods and services is expected 
for 1972. 

Capital expenditures by business and gov- 
ernments will probably not increase as much 
as in 1971. A slowdown in the rate of growth 
in the residential construction sector, which 
enjoyed a record year in 1971, will be the 
main factor in the decline from 10.6 per cent 
growth in 1971 to 7.8 per cent in 1972. With 
the anticipated rapid growth of the USS. 
economy, the removal of the surcharge and 
the upward valuation of European curren- 
cies, exports should increase by about 9.0 
per cent in 1972 compared to 6.5 per cent in 
1971. On the other hand, sizable increases 
in disposable income of Canadians will make 
foreign goods more attractive, so imports are 
expected to rise 12.0 per cent this year. 

A summary of the forecast for Canada on 
a. National Accounts basis is given below. 


LOT Le LO 72 1971/70) AS72771 
Est Forecast Per Cent Change 
33,356 58,425 8.9 AD) 
17,888 92053207), 13:2 13.6 
19,865 21,405 10.6 7.8 
100 800 — _ 
225332. 24,341 6.5 9.0 
ZO 1524545; 10:5 12.0 
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Source: Statistics Canada, National Income and Expenditure Accounts, Third Quarter 1971. 
Estimates and Forecast by Economic Planning Branch, Department of Treasury and Economics. 
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THE ONTARIO ECONOMY IN 1972 
The Ontario economy has recovered sub- 
stantially from a low point in late 1970. The 
provincial government led the way by intro- 
ducing, in the spring budget of 1971, a 5 per 
cent tax credit on machinery and equipment, 
and subsequently matched the federal gov- 
ernment tax cuts of October 14 by cutting 
Ontario’s share of the personal income tax 
by 3 per cent. In addition, it stimulated the 
economy through large outlays on public 
housing and supplemented the federal winter 
works program by one of its own. 

During 1971, Ontario’s labour force grew 
at an unusually rapid rate and as a result, 
while employment increased by approxi- 
mately 83,000 or 2.8 per cent from 1970, 
the unemployment rate remained at an un- 
acceptable 5.2 per cent. It is expected that 
unemployment will improve steadily in 1972 
and will reach 5.0 per cent for the year as a 
whole. 

It is anticipated that the U.S. economy 
will recover strongly after a sluggish perform- 
ance in 1971. This resurgence of activity in 
the U.S. will have a strong stimulating effect 
on the Ontario economy through increased 
exports. 

While it is highly probable that retail sales 
in Ontario as in the rest of Canada will be 
buoyant, indications are that total investment 
in Ontario will be below the national average. 
This will result from a slowdown in residen- 
tial construction, and from the regional poli- 
cies of the federal government designed to 
stimulate investment more in other parts of 
Canada. 

In total, growth of gross provincial product 
will be 9.9 per cent in 1972 compared to 9.0 


Ontario’s Gross Provincial Product 


Per cent change from previous year 


1963 1964 1965 1966 1967 


per cent in 1971. After discounting price 
increases of 3.4 per cent, real growth will be 
6.3 per cent compared to 5.7 per cent in 
1971 

While it is expected that overall growth of 
the Ontario economy will be similar to that 
of Canada as a whole, differences between 
various sectors will occur. For example, while 
it is anticipated that increases in manufactur- 
ing and exports will be greater in Ontario 
than in Canada, increases in government 
spending and investment will be lower in 
Ontario. The net effect of these differences 
will be similar overall growth patterns in 
Ontario and Canada. 


Consumer Demand 

Despite a relatively slow start at the begin- 
ning of 1971, expenditures by consumers on 
goods and services contributed strongly to 
the economic growth of the province. Buoyed 
by a remarkable surge at year’s end, retail 
sales in Ontario in 1971 were approximately 
9 per cent above levels attained in 1970. 

Statistics for the first nine months of 1971 
show the largest increases were recorded by 
automobile dealers, women’s clothing stores, 
furniture dealers, and department stores, 
while food, grocery and drug stores regis- 
tered only nominal gains. 

Automobile sales were up mainly because 
of a backlog of demand from late 1970 and 
an anticipation of price increases in the later 
part of the year. 

Sales of women’s clothing which increased 
by 12.6 per cent were primarily due to stabil- 
izing of women’s fashions. 

Furniture, T.V., radio and appliance 
stores, spurred on by a record number of 
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housing completions, also saw very 

activity as their sales in the first nine m 
of 1971 increased 9.1 per cent over the 
period in 1970. 

On the other hand, food stores, undé 
influence of prolonged price wars ha 
creases in sales of only 0.5 per cent. 

In comparison with 1970, when total 
sales grew only enough to cover pric 
creases, 1971 was an excellent year ft 
tailers; after price increases are discot 
total volume of retail sales increased by | 
5.8 per cent and it is expected that 
spending in 1972 will increase by a fi 
8.5 to 9 per cent. Consumers will be en 
aged by higher disposable incomes due 1 
removal of the 3 per cent surtax an 
further 3 per cent tax cut announced 1 
October 14 mini-budget, increased tr 
payments from higher unemployment | 
ance benefits and family allowances, 
many escalation clauses in existing |; 
contracts as well as increasing employ 
A further expansion in consumer ¢ 
which seems most likely in 1972, wil 
help bolster retail sales. 

Department stores benefiting from 
stantial additions to the number of out 
Ontario should do moderately better 
many other sections of the retail trade 

In 1972 automobile sales will not in« 
as rapidly as in 1971 when sales were be 
artificially by the strike in late 1970. 

Consumer spending on services, whi 
creased by over 10 per cent, was largel 
to a sizable increase in tourist expen 
abroad. Notable gains also occurri 
spending on restaurant meals, on mote 
hotels, and on legal and financial sei 
It is expected that increases in spend 
the services sector will continue at thi 
in 1972. | 


Private and Public Investment 

Estimates made on the basis of survey 
ducted by the federal Department of - 
try, Trade and Commerce in mid-19 
dicated that capital spending in the pr 
would amount to $7.5 billion, an incre 
8.9 per cent over the previous year. 
figures on levels of capital expenditu’ 
the year are not yet available, but it” 
likely that this level was realized. In th’ 
there has been a clearly discernible 1 
between plans and expenditures; wh. 
pace of business activity has accelerati 
penditures have in most instances ext; 
the amount planned, while the rever 
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1 true during times of slowdown and wn- 
ain economic conditions. On the basis of 
evidence, it is likely that capital outlays 
ed during the last quarter of 1971 and 
fore it is expected that outlays in 1971 
sased by 7.0 per cent, not the 8.9 per 
that had been previously forecast. 
hile total investment in the province did 
come up to expectations, activity in the 
lential housing sector exceeded earlier 
ictions, with the result that housing ex- 
itures contributed more to growth than 
other sector. This was largely due to 
ig of interest rates, greater availability 
nds, and to the shortfall of new housing 
‘in 1970. 
H.A. mortgage rates have been declin- 
teadily since April 1970 from a historic 
of 10.25 per cent to an average of 8.75 
ent by the end of 1971. It is likely that 
fates will stabilize at present levels or 
slightly in 1972. 
though final year-end data are not yet 
able, it appears that around 90,000 units 
started in Ontario in 1971. In contrast 
€ immediately preceding years, when 
was a sharp trend towards construction 
ultiple-unit dwellings, 1971 saw a re- 
| of this pattern and a concentration on 
; family dwellings. This was especi- 
true in large urban centres such as 
ito, where the number of single-family 
ings started increased by 107 per cent 
apartment unit starts rose only one 
ont. 
nstruction initiated by the Ontario 
ing Corporation also increased consid- 
yin 1971. Preliminary totals indicate 
ovince has kept pace with the increases 
vate industry, as 11,000 units! were 
d by OHC.. 
fario has steadily increased its involve- 
in the housing field since the formation 


of OHC in 1964. In 1965, the first full year 
during which OHC was in operation, public 
housing starts made up only 1.8 per cent of 
the total; by 1971, this total had increased to 
12 per cent. It is anticipated that with. in- 
creasing urbanization and accompanying 
rises in the price of land, public housing 
needs will continue to increase in the future, 
and consequently more of the province’s re- 
sources will have to be allocated to this 
sector. 

A brisk year in residential housing con- 
struction is expected again for 1972, but the 
increases of over 20 per cent experienced in 
1971 will not be repeated. Nevertheless, 
given the current economic situation, efforts 
will be made by all levels of government to 
keep housing construction at present levels, 
so it is expected that 85,000 - 90,000 units 
will again be started this year. While the 
total number of starts will probably decrease 
slightly, investment in the residential sector 
will rise by around 8.5 per cent. 

Some adverse effects on investment in 
Ontario resulting from the recently passed 
DISC plan may be noticed by late 1972. The 
DISC plan permits formation of companies 
called Domestic International Sales Corpora- 
tions (DISC) which will be allowed to defer 
tax on 50 per cent of income as long as 
profits from the DISC are re-invested in the 
U.S. Since Ontario has a large proportion 
of Canada’s manufacturing facilities, many 
of which are subsidiaries of U.S. parent cor- 
porations, the DISC plan could lead to sub- 
stantial decreases in capital spending by 
U.S.-owned corporations located in Ontario. 

With added incentives by U.S. firms to 
expand operations at home and a general 
cautious attitude by many Canadian business- 
men, it is expected that total non-residential 
construction will only be 5.8 per cent greater 
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tions based on unrounded figures. lation, as the number of young people of 


igure includes family and senior citizens 
88, but does not include student housing 
lic housing projects directly financed by 
’ or other agencies. Student housing 
ccounted for about 2400 units in 1971. 


in 1972 and outlays on machinery and equip- 
ment will increase by 6.1 per cent. 

On the basis of forecasts of residential 
construction, machinery and equipment, and 
non-residential construction, the overall gain 
in private and public investment is expected 
to be 6.5 per cent this year over 1971. 


Labour Market Conditions in 1971 

In 1971 the overall labour market condi- 
tions were the worst since 1961. Unemploy- 
ment, which climbed to over two hundred 
thousand last winter, remained at unusually 
high levels throughout the summer. The 
federal government policies to stimulate the 
economy (as originally contained in the June 
18 budget) were not strong enough to provide 
the necessary take-off, and further measures 
had to be brought forth in the October 14 
mini-budget, particularly in view of the U.S. 
initiatives of August 15. On average, Ontario 
had about 134,000 unemployed between 
January and December 1970, but in 1971 
the number of unemployed increased to 
170,000 during the corresponding period. 
The number of unemployed in the province 
from January to December 1971 reached an 
average of 5.2 per cent of the labour force. 

One of the important characteristics of the 
labour market in the last two years has been 
the increasing gap between the rate of growth 
of the labour force and the increase in the 
number of new jobs in the economy. The 
labour force increased by 3.8 per cent in 
1971 and 3.3 per cent in 1970. Employment, 
on the other hand, increased by only 2.8 and 
2.0 per cent in the comparable periods. 

Experience indicates that the goods-pro- 
ducing sectors react more strongly to an 
economic downturn than do the service 
industries. When output is curtailed sharply, 
many heads of families find themselves with- 
out a job. Accordingly their wives may seek 
employment in the more stable service sector, 
with the hope for better job opportunities 
than their unemployed husbands. 

Another phenomenon of the 1971 labour 
market was the increased interest of young 
people in obtaining employment. This may, 
to some extent, reflect the growing disap- 
proval of the present-day educational system 
by young people who would rather find a job 
than continue their education, and the fact 
that an education does not guarantee a job 
of their choice on graduation. It ig also a 
reflection of the age distribution of the popu- 
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working age has increased sharply and will 
remain high for at least the next decade. A 
glance at historical data illustrates this. In 
1956 young people between 15 and 25 years 
of age made up 21.4 per cent of the working- 
age population (14-65 years old). In 1970 
their share increased to 27.9 per cent. In 
1971 they constituted 28.1 per cent of the 
working-age population and 28.2 per cent is 
the expectation for 1972. 

The sizable gap between labour force 
growth and the increase in new jobs available 
indicates poor prospects for improved labour 
market conditions in 1972, even if the econ- 
omy picks up momentum. There is no doubt 
that the usual time-lag with which employ- 
ment responds to the accelerated rate of 
economic growth will be longer, for the 
simple reason that there is still ample room 
for increases in output via increases in pro- 
ductivity of existing workers before it be- 
comes necessary to increase employment. 


Labour Force and Employment in 1972 

It is expected that the labour force will grow 
by 3.4 per cent so that the total number of 
workers will reach 3,359,000. On the other 
hand, it is not unlikely that the increase in 
the labour force could be even greater. Ex- 
pectations of a rather large, by historical 
standards, increase in the labour force are 
based on the following premises: 


1) Increased numbers of young people en- 
tering the labour market. 


2) Continuation of the steadily growing 
female participation in the labour force. 
The number of new female workers look- 
ing for jobs in 1972 is estimated at 
36,000. 


3) Continuation of the much higher than 
usual inflow of migrants into the prov- 
ince. It is estimated that the number of 
people from other provinces coming to 
live in Ontario tripled in 1969 and 1970, 
as jobs in Ontario were still relatively 
easier to find than in other provinces. 


4) The new federal unemployment insur- 
ance plan coming into effect in January 
1972 is very likely to encourage people 
with marginal labour force attachment to 
try to find employment. 


It is expected that the number of jobs in 
1972 will increase by 3.6 per cent (112,000 
new jobs). Under these circumstances, the 
unemployment rate will be 5.0 per cent and 
the number of unemployed 168,000. It 
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should be noted that this takes into consider- 
ation the positive effect of the provincial 
government winter employment program de- 
signed to employ 42,000 workers as well as 
the effects of recent steps taken by the federal 
government. It is not unlikely, however, that 
the labour force increase may be higher and 
reach 3.6 per cent, which could mean 
175,000 or 5.2 per cent of the workers un- 
employed, in which case no improvement in 
the unemployment picture will be obtained. 


Youth Unemployment 

Extremely high incidence of unemployment 
among young people has become a serious 
concern to the province. In 1970, over 40 per 
cent of the unemployed were young people. 
The unemployment rate for the 14-24 year- 
old group was 7.9 per cent as compared with 
3.1 per cent for the 25-64 year-olds. The 
unemployment rate in Canada for the former 
age group was 10.3 per cent. 

The unemployment rate for 14-19 year- 
olds in Ontario in 1970 was even higher, 
10.8 per cent, or 24 per cent of all unem- 
ployed. 

In 1971, the unemployment rate among 
young people was even higher, over 80,000 
young workers or 47 per cent of the total 
unemployed. Considering the overall eco- 
nomic conditions as well as the situation in 
the job market in the coming year, it is 
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expected that about 85,000 young f 
will be without jobs in 1972. 


Corporation Profits 

Corporation profits before taxes have 
pletely recovered from their dismal pet 
ance in 1970, increasing by 11 perc 
1971. The further improvement of bu 
conditions throughout 1972 will br 
strong increase in profits. Productivity 
and increased utilization of capacity wi 
costs down, while sales will grow st 
Under these circumstances profits in 
are forecast to increase 14 per cen 
1971. 


Personal Income 
Personal income, spurred on by lar 
creases in wages and salaries, increase 
healthy 11.5 per cent in 1971. A 
hourly earnings in Ontario manufa 
increased by 8.8 per cent which is abi 
same rate of increase as that in 1970, | 
slightly from the 8.1 per cent incre, 
1969. : 
It is expected that gains in wagi 
salaries will moderate somewhat in: 
but personal income should increé| 
approximately 10.5 per cent. 
Personal disposable income, the 
factor in consumer spending, should i) 
about 9.5 per cent. | 
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onal development is mainly influenced 
rowth and changes in the provincial 
omy. Naturally, regions have grown and 
continue to grow at different rates de- 
ing on their comparative capability to 
‘the national, provincial and local mar- 
In fact, determining the manner in 
1 regions will react to a given set of 
mic stimulants or objectives is a major 
rin making any regional projections. In 
t years, rapid growth in population, in- 
alization and urbanization have neces- 
d the development of comprehensive 
ic models to cope with the complexity 
:.. economic structures. Reflecting 
eed, the Economic Analysis Branch of 
conomic and Statistical Services Divi- 
has initiated the development of an 
Output table for the Province of On- 
as an integral part of a system of pro- 
1 economic accounts. 
order to analyze the different economic 
ures and the concentration of industrial 
ies for the separate economic regions 
itario, it was felt that regional inter- 
ty models should be constructed to 
ment the model for the provincial 
my. 
> present study describes in detail the 
ly completed input-output table for 
iagara Region. This table portrays the 
al economic structure in terms of the 
dustry flows of goods and services and 
interrelation with the final demand 
_ The study is also designed to explore 
tent to which this regional model can 
sé our analytical techniques for eco- 
forecasting and identifying the key 
tive sectors of different regions. 
ong the considerations influencing the 
of the Niagara Region is the fact that 
ea represents one of the major emerg- 
tidors of North America and is within 
the most rapidly expanding industrial 
n Ontario. 
first part of this article outlines the 
tual framework of the Niagara input- 
model and provides a concise exposi- 
[ the underlying methodology. In the 
part, an attempt was made to apply 
ional input-output model to estimate 
ional income multipliers for different 
and their effects in terms of income. 
htee basic tables — the transactions 
ble, the direct requirements table and 
al requirements table — are examined 
esented in tabular form in the Ap- 
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pendix. The final section provides a summary 
of the statistical data sources and estimating 
procedures used in the construction of the 
model. 


Regional Accounts and an Input-Output 
Table 

An input-output table is considered to be an 
integral part of an economic and _ social 
accounting system. 

Regional income accounts are concerned 
with the income and expenditure flows among 
producers, consumers and government. More- 
over, these accounts show the relationship of 
the regional economy to that of other regions, 
and the amount of saving and investment tak- 
ing place. According to an income account- 
ing system, the transactions occurring in the 
economy during a certain period, conven- 
tionally one year, are classified to one of the 
three basic forms of economic activity — pro- 
duction, consumption, and accumulation. In 
an open economy it is necessary to add a 
fourth account containing transactions with 
the rest of the world. 

Additional sub-accounts can be added, for 
example, the account relating to production 
can be subdivided so as to show separately 
the different activities which make up the 
productive sector as a whole. In this way a 
set of input-output accounts is introduced 
into the regional accounting framework to 
obtain a more detailed system of social 
accounting. 

As the interindustry account is concep- 
tually and statistically integrated with the 
regional income and product accounts, the 
value of gross regional product as well as 
the flows to each of the components of the 
final demand sector (government, household, 
etc.) is the same in the two sets of accounts.! 
However, in the input-output table both the 
final demand and the value-added com- 
ponents are distributed by sector of origin. 

One major reason for constructing a re- 
gional table is to facilitate measuring the 
structural interdependence among different 
regions under study and the rest of the pro- 
vincial (or national) economy. Moreover, 
such a table facilitates the co-ordination of 
regional statistics and provides a valuable 
tool for testing the consistency of the direct 
estimates of the regional gross products. The 
sectoral details provided by a regional input- 
output table facilitate a rational approach to 
the problems of locating public investment 
and establishing priorities for financial assist- 


1There are, however, some differences between 
the two sets of accounts due to the different 
conceptual treatment of some items such as, 
interest paid or received, etc. 

2This published version of the table represents 


ance to the investment programs of the pri- 
vate sector. 
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Interindustry analysis was developed to 
measure how changes in one particular 
variable will affect the other variables in the 
system. A technical change in an industry — 
changes in the input mix used for the produc- 
tion of a particular commodity — will affect 
other industries which supply its raw 
materials. To account for these inter-relation- 
ships among different sectors of the economy, 
a proper industrial classification system must 
be established to identify certain relevant 
products with similar production functions. 
Therefore, products which have dissimilar 
production functions — even though they are 
substitutable — must be separately classified 
since a change in demand for them will have 
different effects on the economy. 

The Niagara table divides the regional 
economy into 48 productive sectors: 43 
manufacturing industries, mining, construc- 
tion, trade, transportation and storage, ser- 
vices and agriculture and related agricultural 
activities. The work sheets upon which the 
final tables are based were originally de- 
veloped for about 200 sectors.? This sectoral 
classification was chosen on the basis of the 
Standard Industrial Classification and the 
availability of data — especially on non- 
manufacturing sectors. Also it is based on the 
degree of importance of each sector to the 
regional economy. Finally, to maximize com- 
parability between the regional and the pro- 
vincial table it was desirable to choose a level 
of aggregation close to the provincial level. 

Since geographical location does influence 
production processes, it was necessary to set 
up a regional interindustry table for the 
Niagara Region on the basis of direct and 
actual information on regional accounts, in- 
put structure and final demand patterns. 
Once these regional data are secured, the 
compilation of a regional input-output table 
does not differ much from the procedure 
usually followed in constructing a provincial 
or national interindustry table. The simpli- 
fied version of the general input- output model 
— briefly outlined in the following section — 
must however be qualified, because the need 
for a detailed analysis of intra-regional and 
inter-regional relationships necessitates the 
introduction of some changes in the frame- 
work of the input-output accounting system. 


a condensation of a larger matrix consisting of 
130 sectors. Under the Ontario Statistics Act, 
the table can be published only in aggregated 
form in order to comply with confidentiality 
requirements. 
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The reason for the direct approach in 
establishing a system of regional input-output 
accounts, rather than relying wholly or 
partially on the national or the provincial 
estimates, is that the purpose of this study is 
to prepare a tool for operational program- 
ming rather than theoretical manipulation. A 
regional model should throw light on the 
major characteristics of the region and dif- 
ferentiate both the technical structure and 
final demand patterns from those of the 
other regions and the provincial economy. 
Therefore, any attempt to construct a re- 
gional input-output table on the basis of the 
provincial or the national tables — as in the 
standard Leontief model — implies that input 
coefficients for the province are identical with 
those prevailing in the region and hence 
production processes are geographically in- 
variant. 

The compilation of an interflow table in- 
volves tracing the flows of different com- 
modities to ultimate buyers both for the 
purpose of intermediate and final consump- 
tion. Also it involves recording the inputs 
used by each productive sector. The work of 
constructing the original table was divided 
into four major stages: 


1. Definition and measurement of the out- 
put of each sector in the regional econ- 
omy. For some sectors sufficient data 
exist to allow direct estimation of gross 
output. For other sectors however, out- 
put data were not available and indirect 
estimating procedures were applied. 


2. Estimation and allocation of inputs by 
sector. Inputs consist of raw materials 
and services — domestically produced 
and/or imported— used in the produc- 
tion process, and primary inputs such as 
labour and capital costs, etc. Since the 
information available on primary inputs 
pertains only to wages and salaries the 
other items were derived by using a 
residualling technique. 


3. Estimation of final demand for the out- 
put of each sector by type of final user, 
including foreign demand in the form of 
exports. The export component of final 
demand consists of the Niagara Region’s 
sales to the rest of Ontario, Canada, and 
the World. 


4. Estimation of distributive costs for 
wholesale and retail trade, transporta- 
tion and storage. For purposes of inter- 
industry analysis these costs or margins 
have to be shown separately in order that 


the table may reflect a purely technical 
relationship among different sectors. In 
the producers’ price system, each sector 
is treated as paying trade and transporta- 
tion costs directly to the trade and 
transportation sector on all its purchases 
of inputs. Therefore, within the con- 
ceptual framework of this method, dis- 
tribution costs are charged to the pur- 
chasers of commodities. Adopting this 
method of valuation — producers’ prices 
— requires that the value of all inputs as 
recorded in the Census of Manufactures 
be adjusted accordingly. However, due 
to lack of information on distributive 
costs, it was assumed that the provincial 
ratios of the cost items to the purchaser 
values of each product — as derived from 
the Ontario Input-Output Table? — are 
applicable to the Niagara Region. 


Summary of the Standard I/O Technique 
As mentioned above, interindustry analysis 
is mainly concerned with inter-relationships 
among different productive sectors of the 
economy. Therefore it is essentially a method 
of recording detailed statistical information 
in the form of a table or matrix. In order to 
understand the basic relationship of the 
standard input-output model, it is best ex- 
pressed in algebraic formulas. If the flow of 
goods and services from sector i to sector j 
is indicated by x, and the total output of 
sector i by x;, then we have 


n= Syd 


j=1 


Gla ee) 


where d; is the part of sector i’s output which 
is not absorbed by any of the n productive 
sectors. This is known as the final demand 
for the output of sector i, which consists of 
commodities delivered directly to consumers, 
government agencies, foreign firms, and to 
the business sector in terms of expenditure 
on investment goods. Since the interindustry 
flows x;; are all regarded as current flows (not 
capital flows), investment goods supplied by 
any sector should be considered as a com- 
ponent of final demand. Of course, these 
capital goods have a dual function. They are 
part of the total expenditure during the year 
and they are also productive goods in the 
future. Since this model is a static one and 
does not take into account the time factor, 
the second function will be ignored and 
investment expenditure only will be con- 
sidered as part of final demand. 


34 detailed description of the method used for 
adjusting the table for these distributive costs is 
given in “The Input-Output Structure of the 
Ontario Economy,” Ontario Economic Review, 
Vol. 8, No. 1. 


The decomposition of (1) describe 
total output of each sector as the sv 
n + 1 non-negative components. In 
words it deals with the output side ¢ 
transactions on each sector. On the inp 
of the transactions, the values Xj, . . 
refer to the inputs purchased by sector j 
each of the n sectors. In addition to 
intermediate inputs, there are primary i 
which are by definition, the flows of 
and services sold by economic agents 0 
the business sector. Wages and salarie 
example, are the amounts paid for labou 
vices provided by hired workers. Th 
also depreciation on capital goods wh 
considered to be a service rendered by 
capital goods, etc. 

Total inputs of any sector can be pre: 
by the following equation: 


> Sx + Sy G = 1,22 
bat . 


i=1 


where Y}; is the value of ht* primary 
which is absorbed by sector j. On the le: 
of equation (2), we have the total iny 
sector j which is equal to the total out 
the same sector. 

The ratios of the interindustry flows » 
the primary input flows yp; to total out 
of the purchasing industry j can be writt 


ag = ze (i,j =13 =e 
rae as (hi joel 
ER Se j=l 


where ay represents the sectoral inp! 
efficients (intermediate input coeffic 
while yp; represents the primary inp) 
efficient (income coefficient). 

On the assumption of fixed technic 
efficients, each dollar’s worth of out 
sector j requires a fixed amount of ay‘ 
of output supplied by the i sectors to s¢ 

From (1) and (3) we obtain: 


m= Saya td a= 1, ae 


j=1 
In matrix form (5) can be written: 


X=AX+D | 
or | 
d—A)X=D | 


where X is the n element column ver 
total output by sectors; D the vector ¢ 


demands, and A is the n x n square | 


| 


sectoral input coefficients. Assuming that 
— A| * 0 and premultiplying equation 
) by (I — A)—'! the solution of the model 
iven by: 

X = (I— A)-'D (7) 


f there is stability in the sense that the 
inical coefficients remain fixed, the total 
jut which is required to meet a given 
et of final demand can be estimated. 
wever, the real world especially over a 
tively long time period, does not conform 
these stable relationships as described 
ve. Therefore, any long-term forecasts 
2 to be modified and adjusted to take this 
or into account.4 The stability of the 
nical coefficients is governed not only by 
State of technology prevailing during a 
ain time period but also by many other 
ors. Changes in relative prices, introduc- 
of new products, the level of aggregation 
vhich the interindustry table is con- 
ted are all factors responsible for the 
ability in the input-output coefficients. 
he basic equations of the input-output 
el can be summarized as: 


| E—[(a—A)-1—D 
=A(I— A)-'D (8) 


n 


=X—d,— : Xij 


j=1 


‘om equation (8) one can compute a 
litional forecast of the vector Exim of 
intermediate demand by sectors in the 
t+ m on the basis of a given vector of 
demand D,,,,, in year t + m and the 
industry input coefficients matrix A; of 
t 
le other equation can be written in the 
k 

Y=~y,;(— A)-!'D (9) 


Y=Yy,,; X 


ven final demand D,,» of that year and 
le basis of A; and the primary input co- 
ents matrix yp; , of the year t, equation 
enables us to make a forecast of Vera, 
primary demand by each income cate- 
in year t + m (in this model we have 
two — wages and salaries, and other 
> added). 
juations 8 and 9 are considered to be 
asic input-output forecasting equations. 
€ the first equation deals with that part 
€ total output produced by each industry 


forthcoming article, the stability of the 
ical coefficients of the Ontario input- 

(f Structure will be examined. This study 
nhance the long-term forecasting 

ilities of the present input-output model. 


and sold to the n sectors for further proces- 
sing, the second deals with the total value of 
primary inputs absorbed by the n sectors. 


Regional Income Effects of Changes 

in Demand 

In this section, an attempt is made to com- 
pute the income effects in the Niagara Region 
resulting from changes in the final demand 
for the product of each sector in the regional 
economy. A change in demand for the prod- 
uct of one sector is diffused throughout the 
system and generates a chain-reaction in the 
rest of the economy. This diffusion effect is 
due to the interdependence which exists 
among different sectors. In a regional de- 
velopment context, these calculations are 
essential in identifying the key sectors in the 
region under study in terms of regional in- 


- come generated, not only in the sector ex- 


periencing a change, but also in all other 
sectors related to it. 

A given change in final demand for the 
product of any sector will generate different 
income effects in different sectors, depending 
on the degree of interdependence of that 
particular sector with other sectors. There- 
fore, a low degree of inter-relationship with 
other sectors in the economy will produce a 
small total income effect and vice versa. For 
example, the income coefficients in both the 
cotton, wool and synthetic textile and pulp 
and paper industries are the same but the 
total income effects of a change in demand 
for their output are different. A change of 
one dollar in final demand for the product of 
the cotton and wool industry will increase 
total income in the regional economy by 
approximately $1.08. On the other hand, a 
similar change in the demand for pulp and 
paper products will generate about $1.29 of 
income. This difference is due to the varying 
degree of interdependence among sectors. 
For the purpose of regional economic plan- 
ning, it is not only necessary to determine 
the total income effects resulting from a given 
change in demand for the output of a particu- 
lar sector but also necessary to estimate these 
effects on different income components, i.e. 
wages and salaries and subsequently value 
added. In the above example, an increase in 
demand for the products of the cotton and 
wool industry generate a larger income effect 
in terms of employment. Therefore, if in- 
creased employment in the region is the 
policy goal, the cotton and wool industry 
would be considered for stimulation in pref- 
erence to the pulp and paper industry. 


The effects of the induced changes in 
demand can be measured by using the tech- 
nical coefficients and inverse matrices as 
derived from the input-output table for the 
Niagara Region. The initial impact of a 
change in final demand is a change in output 
by the sector directly affected and conse- 
quently a change in income (wages and 
salaries paid to labour and other investment 
income) originating in that sector. If the 
industry changes the level of its output by 
the same amount as the change in demand, 
the direct income effects can be calculated 
by using the technical coefficient matrix 
shown in Table 2. For example the direct in- 
come effect of an increase of one dollar in 
final demand for the products of the iron 
and steel industry will be .22 cents paid out 
in wages and salaries and .28 cents for other 
investment income. Hence, income origin- 
ating in an industry is affected immediately 
by a rise in output. 

This original increase in the output of a 
particular sector will generate certain changes 
in the demand for the products of other in- 
dustries, which in turn will result in an in- 
crease in the output of the other Niagara 
Region industries that are directly or in- 
directly related to the industry experiencing 
the initial change in demand. 

The following table shows the total income 
effects of a one dollar increase in final de- 
mand for the products of each sector in the 
regional economy. Direct effects are calcu- 
lated by multiplying the original change in 
final demand by the income coefficients for 
wages and salaries, and other value added. 
Total income effects are computed by multi- 
plying each row element of the inverse mat- 
rix of a particular industry by the corres- 
ponding income coefficient and summing the 
results. In computing the indirect impact on 
the total regional income, of a unit change 
in the iron and steel industry, we obtain: 


023824  .423056 + .037203 x .548588 
i oe oe + .007669 x .728210 + 
051989 x .0 = 2.499913. 


The income multiplier, (column 4 of the 
following table) shows how much total re- 
gional income will rise per unit increase in 
income of the industry named at the left, 
assuming all other final demand remains 
constant. In other words, each entry shows 
the total Niagara income change associated 
with a unit income change in the industry 
listed at the left. 


The Input-Output Structure of The Niagara Region 


Table 1 — Income Effects Generated by a One-Dollar Increase in Final Demand, Niagara Region, 1967 


a SS 


Wages Other 
I-O and Value Incor 
3 Meat and Poultry .154367 .076313 .230680 1.38 
4 Dairy Products .285678 .026899 Bo Dey il 1.14 
5 Fruit and Vegetable Products .276348 .164626 .440974 1.52 
6 Grain Mills .280228 2193259 .473481 2.46 
7 Biscuits and Bakeries 337496 .086102 423598 1.01 
8 Other Food Industries .172804 .135168 307972 1.611 
9 Soft Drinks, Wineries, Distilleries, Breweries 
and Tobacco Products .214469 .279530 .493999 1.14 
10 Rubber Products .284199 .377410 .661609 1.48 
11 Leather and Leather Products .349778 .016378 .366156 1.04 
12 Cotton, Wool and Synthetic Textile Mills .706683 311922 1.084605 2.69 
13. Other Primary Textile Mills VALINE ES) .176747 .466862 1.22 
14 Other Textiles Industries 278747 .119451 398198 1.26 
15 Knitting Mills .312467 .063422 .375889 1.03 
16 Clothing Industry .338629 .156210 494839 1.00 
17. Wood Industry .319472 .142940 .462412 1.19 
18 Furniture and Fixtures .226338 .078746 305084 1.04 
19 Pulp and Paper Mills .848733 437578 1.286311 3.10 
20 Paper Products .446392 .233808 .680200 2.02 
21 ~==Printing and Publishing 537596 .248170 .785766 1. 
22 Iron and Steel Mills 1.596281 .903632 2.499913 5.00 
23 _ Iron Foundries .329839 .160203 .490042 1.33 
24 Other Primary Metals Industries . 319359 .191086 .570445 1.67 
25 Fabricated and Structural Metal .381903 049236 .431139 1.28 
26 Ornamental and Architectural Metal 245954 .068566 3314520 1.05 
27 + Metal Stamping, Pressing and Coating 426525 .221458 647983 2.03 
28 Wire and Wire Products .420406 .210050 .630456 1.88 
29 Hardware, Tool and Cutlery 385076 .096260 .481336 1.13 
30 Other Metal Fabricating Industries .696158 .298962 995120 2.52) 
31. Miscellaneous Machinery .330329 .108827 439156 123 
32 Motor Vehicle Parts and Accessories .379750 .200173 .579923 124 
33. Other Transportation Equipment 359021 .136844 495865 1.37 
34 Electrical Appliances .226973 .104180 So SilalioS 1.03 
35 _—_ Electrical Industrial Equipment .400939 .307926 .708865 1a 
36 Communication and Other Electrical Equipment .450395 222396 .672791 1.6" 
37. Gypsum, Concrete, Stone and Clay Products 340448 .243098 583546 1.3! 
38 Other Non-metallic Mineral Products .458560 .184539 .643099 1.5)| 
39 ~=Paint and Varnish .218435 .024501 242936 1.26 
40 Industrial Chemicals, Soap and Toilet Products 598833 319580 918413 5.0! 
41 Other Chemical Industries, Petroleum and Coal Products ea a159 .156318 389477 2.34 
42 Scientific and Professional Equipment 340165 .113643 453808 1.0 


43 Miscellaneous Manufacturing Industries 2393925 .295860 .689785 15M 
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The Input-Output Structure of The Niagara Region 


Calculation of the results shown in the 
preceding table can be summarized by the 
following equations: 


T;— W; + V; Glee 0) (10) 


where T;, Wj, V; stand for total regional in- 
come, wages and other income generated 
respectively by a dollar increase in the final 
demand of sector j. The W,’s are generated 
in the following manner: 


W,=w—A)‘'e G=1,...n) (1) 


where w is a row vector of wage shares per 
dollar of output for each sector and e is the 
standard base vector with zeros everywhere 
except in the j'" position where it is equal to 
one. Similarly V; is calculated as follows: 


Vie=vi=Ae G=1,...0) (2) 


where y is a row vector.of non-wage income 
per dollar of output in each sector. 


From (10), (11) and (12) it is easily seen that 
T,; =(w+v)d—A)-“'e (j=1,...n) (13) 


The income multiplier K; is estimated accord- 
ing to the following equation: 


K;=T)//(Wj;+ Vi) G=1,...9) (4) 


A change of unit income represents vary- 
ing changes in the total output of each in- 
dustry. For example, a one million dollar 
direct change in income in the wire and wire 
products industry (Sector No. 28) would 
require a change in total output of that in- 
dustry of about 4.35 million dollars — the 
reciprocal of the income coefficient — while 
a similar change in motor vehicle parts and 
accessories would require a total output 
change of about two million dollars. 

Diagram 2, on the other hand, shows the 
the Niagara Region in terms of total re- 
gional income induced by a one dollar 
change in income in any particular sector. 
The highest income multipliers are for those 
sectors with higher degrees of interdepend- 
ency. On this basis industrial chemicals, Iron 
and Steel Mills, Pulp and Paper Industries, 
are evidently considered key sectors in the 
regional economy. 

Diagram 2, on the other hand, shows the 
total income effects generated by a one dollar 
increase in final demand for the product of 
each sector. This income effect is shown in 
terms of wages and salaries and other value 
added. According to this Diagram, Iron and 
Steel Mills have the highest effects in terms 
of both components of value added. 


So far, it has been assumed that all other 
final demand components will not be affected 
by changes in income. Regardless of the 
limitation, these calculations still throw some 
light on the magnitude and the direction of 
particular effects due to certain changes in 
one of the exogenous variables in the model. 
The other implicit assumptions of this model 
are; first, the acceleration effect — the effect 
of a change in demand on investment ex- 
penditures — is zero. In other words, changes 
in any of the final demand components will 
not lead to certain modifications in invest- 
ment expenditure plans of business sectors; 
second, the initial increase or decrease in 
production and income will not lead to any 
substantial changes in personal consumer 
expenditures. However, the validity of the 
present analysis and the estimation of income 
multipliers depends on the essential assump- 
tion that initial changes in any of the final 
demand components are of relatively small 
magnitude and will not affect substantially 
the other components of final demand. 

To account for these factors, a dynamic 
feature has to be built into the interindustry 
model. The statistical requirements for such 
adjustments are not available at the present 
time. However, the Economic Analysis 
Branch is now constructing a capital expendi- 
ture matrix which will enhance the usefulness 
of the present model and increase the accur- 
acy of the statistical results. 


DEFINITIONS OF OUTPUT AND 
ALLOCATION OF INPUTS 
BY SECTOR 


Agriculture 
Agriculture is the most important primary 
activity in the Niagara Region. However, the 
relative importance of this sector is declining 
due to rapid urbanization. In Ontario, from 
1951 to 1961, the agricultural labour force 
declined by approximately 16 per cent, 
whereas in the Niagara Region it declined by 
about 35 per cent. In order to serve the 
demands of the growing urban population, it 
has been necessary to intensify agricultural 
operations since more than 20 per cent of the 
improved farmland was converted to other 
land uses, i.e., residential, industrial, etc. As 
a result, the number of farms has declined 
by about 27 per cent, while the market value 
of land and buildings has increased over 
twofold. 

For the purpose of interindustry analysis, 
the total value of agricultural output is de- 


fined to include cash receipts from th 
of farm products, value of income in k 
the imputed value of agricultural com 
ties produced and consumed on the fi 
and the value of changes in field crop 
livestock inventories. In spite of the fac 
many of these data are available at th 
vincial level, there are no comparable 
tics for the regions. The Ontario Depart 
of Agriculture and Food, however, put 
statistics on farm value of agricultural 
ucts by county. From this informatio 
ratio of the Niagara Region to the pr 
was derived. Then, by applying this rz 
Ontario’s farm cash receipts from fa 
operations, a total for farm cash recei 
the Niagara Region was derived. D 
lack of information on other compone 
agricultural output — as defined abov 
was assumed that the regional chan; 
inventories and income in kind represe 
same proportion of total cash receipts 
the province. Accordingly, the esti 
total value of agricultural output i 
Niagara Region during 1967 was 
$198 million. 

To estimate the total value of iny 
both intermediate and primary, the pro. 
technical coefficients — as derived fro 
Ontario Input-Output Table were as; 
to apply to Niagara’s agricultural secto1 
assumption can be relaxed and more ac 
estimates of total agricultural inputs an 
components can be derived when mor 
become available. 


Forestry and Fisheries 

Forestry in the Niagara Region is of 
importance, and has a negligible annua 
of output. The control total for the vé 
output of the fishing industry was est! 
on the basis of data published annually 
Statistics Canada Bulletin Fisheries | 
tics, and Ontario Department of Lani 
Forests statistics for provincial fishirt 
tricts. 

The value of output of the trapping 
try was estimated on the basis of pro 
statistics pertaining to the value of fu 

Provincial input coefficients were i 
to estimate the distribution of total v 
input used during the year 1967 in tl 
duction process of this sector. 


Mining 

Mining industries represent the seconc 
primary activity in the Niagara Regior 
eral products produced in the region i 
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The Input-Output Structure of The Niagara Region 


made up about 3 per cent of the total value 
of provincial mineral output. The region 
produces almost 100 per cent of Ontario’s 
gypsum, 25 per cent of its natural gas and 
approximately 13 per cent of its structural 
materials. The value of mineral products 
produced during 1967 reached a total of 
about 20.7 million dollars, an increase of 42 
per cent over the 1961 level. The mining 
industries contribution to employment in the 
Niagara Region is quite small since mining 
employs only about 0.3 per cent of the total 
regional labour force. 

The principal source of data on mining 
industries in the Niagara Region is the annual 
Census of Mines compiled by Statistics 
Canada. The data contained in the census 
questionnaires are compiled on an establish- 
ment basis, and through the co-operation of 
the Ontario Statistical Centre different mining 
establishments operating in the Niagara Re- 
gion were identified and aggregated. This 
information on mineral production in the 
Niagara Region was supplemented by other 
commodity schedules prepared by Statistics 
Canada and some estimates made available 
by the Ontario Department of Transportation 
and Communications on the volume and cost 
of sand and gravel and limestone bought from 
various establishments which are not in- 
cluded in the Annual Census of Mines. 

Other data provided by these commodity 
schedules are mineral products produced as 
secondary products by other industries. 
These data were incorporated in the second- 
ary products matrix for all industries oper- 
ating in the Niagara Region. Finally, the 
value of output of the mineral fuel industry 
in the region was derived from statistics 
published by the Department of Mines and 
Northern Affairs on the production of crude 
oil and natural gas. 

The allocation of total inputs of the mining 
industries in the region was made on the 
basis of information pertaining to raw mate- 
rials and supplies purchased by the mining 
establishments derived by the 1967 Annual 
Census of Mining. 


Manufacturing 

The principal data source on manufacturing 
was the 1967 Annual Census of Manufac- 
tures for the Province of Ontario compiled 
by Statistics Canada on an establishment 
basis. The Summary Schedule available for 
each establishment provides information on 
raw materials, supplies, purchased compo- 
nents, semi-processed goods, and fuel and 


electricity used in the production process 
during the year. In addition, each schedule 
contains data on value of shipments, changes 
in inventories of raw materials, finished 
goods and goods in process and the value of 
wages and salaries. However, such detailed 
information is not equally available for all 
industries due to the reporting system on 
which the census is based. For example, 
small establishments are required to report 
only totals for raw materials purchased and 
goods shipped. 

For the purpose of setting up the inter- 


industry table for the manufacturing i 
tries in the Niagara Region, only the ¢ 
lishments which operate in the region 
classified according to the Standard I 
trial Classification. There were about — 
manufacturing establishments operatir 
the Niagara Region in 1967. The first 
in constructing the regional interinc 
flow table for this sector required deter 
tion of control totals for the value of o 
produced, and inputs used by each ind 

The following table shows the defi 
and derivation of various control tota 


Table 2 — Iron and Steel Mills, 1967 (SIC: 2910) 


($000) 
Sub-total To 
(1) Value of Production: 
(A) Value of Shipments (at Factor Cost) 
Primary Products 767,258 
Secondary Products 23,188 
Amount Received for Work Done 2,840 
Total 793,286 
Less Adjustments —1,240 
(B) Adjusted Value of Shipments and Work Done 792,046 
(C) Value of Fixed Assets Produced 2,491 
(D) All Other Revenues (Including Sales 
. of Electricity ) 2A 
(E) + Changes in Inventories +973 
Total Value of Production 19> 79 
(II) Intermediate Inputs (at Market Price) : 
(A) Cost of Materials 
Supplies and Materials 288,908 
Fuel 18,195 
Purchased Electrical Energy 13,264 
Cost of Contract Work 2,179 
Maintenance and Repair $0,824 
Others 919 
Cost of Machinery and New Building 62 
Total 374,351 
(B) Total Cost of Services 23105) 
Total Intermediate Inputs 397,406 36 
(III) Total Wages and Salaries 178,681 
(IV) Other Primary Inputs 219,634 
(V) Value Added (at Factor Cost) 398,315 36 


Iron and Steel Industry (sector No. 22), Table 3 — Ranking of Manufacturing Industries by Level of Total Output Produced, 
e the Census of Manufactures records Niagara Region, 1967 


, show the value of shipments. It was (Valued at Producers’ Prices in $000) 

efore necessary to adjust these figures 

changes in inventories of finished goods I-O Total Percentage 
goods in process accrued during the Rank No. Industry Output Distribution 


r 1967, while further adjustments were 


lired to exclude the value of products 1 22 Iron and Steel Mills. 797,053 23.6 
chased and resold without further pro- 2 32 Motor Vehicle Parts and Accessories 248,245 7.4 
ing. On the input side, the census does 3 40 Industrial Chemicals, 

provide the total cost of services used by Soap and Toilet Products 228,838 6.8 
1 industry. Hence, these costs were esti- + 30 Other Metal Fabricating Industries 222,208 6.6 
ed by applying the provincial input co- =) S| Miscellaneous Machinery 200,011 ape 
ients as derived from the Ontario Input- 6 24 Other Primary Metals Industries 113,709 3.4 
put Table. 7, 28 Wire and Wire Products 106,502 ayy 
ince census information is compiled on 8 10 Rubber Prducts 97,212 2.9 
establishment basis additional problems 9 19 Pulp and Paper Mills 95,506 2.8 
e encountered classifying commodities 10 Dap ee Metal Stamping, Pressing and Coating 89,526 251 
Peg ne Standards industrial 41 35 Electrical Industrial Equipment 87,865 2.6 
ssification. In addition to their principal 142 33 Other Transportation Equipment 81,309 2.4 
ducts, establishments within an industry 13 38 Other Non-metallic Mineral Products 76,405 ZS 
y produce secondary products which are = 14 5 Fruit and Vegetable Products 65,017 1.9 
sidered, in an interindustry context, pri- 15 34 Electrical Appliances 61,451 1.8 
ry to other industries. The difference be- 16 20 Paper Products SUSE: ei 
en the industrial classification used in iN 37 Gypsum, Concrete, Stone 

census and the input-output concept and Clay Products J55095 1.6 
essitates the identification and reclassifi- 18 41 Other Chemical Industries, 
on of industrial output and subsequent Petroleum and Coal Products 52,052 5 
location to the appropriate industry. 19 6 Grain Mills 51,836 is 
The Niagara Region, however, does not 20 3 Meat and Poultry 46,806 1.4 
ea full industrial representation, in other 1 12 Cotton, Wool and Synthetic 
rds, not all industries operating in the Textile Mills 45,888 1.4 
vince are represented in the region. The 49 8 Other Food Industries 45,222 13 
ence of some industries creates a prob- 73 5 Fabricated and Structural Metal 42,404 i3 
| in the treatment of secondary products. 4 36 Communication and Other 
ce the value of the secondary products of Electrical Equipment 40,967 V2 
igara industries constitute an insignificant 5 ge: Iron Foundries 38,800 122) 
t of the total output of each industry, it 26 Di Printing and Publishing 37,301 ihih 
s decided to disregard the process of 27 13 Other Primary Textile Mills 36,926 iis 
llocating them. 28 43 Miscellaneous Manufacturing Industries 35529 1.0 
The second step in the analysis of the 29 9 Soft Drinks, Wineries, Distilleries, Breweries 
nufacturing sectors involved the construc- and Tobacco Products S351 00 1.0 
n of a matrix showing the flows of input 30 4 Dairy Products 30,035 0.9 
ms purchased and used by each industry 31 15 Knitting Mills 19,572 0.6 
ee se roces For most indus 45" +39 Hardware, Tool & Cutlery 19,120 0.6 
8, a detailed breakdown of raw materials 3.3 17 Wood Industries 17,504 0.5 
1 fuel and electricity purchased is available 34 16 Clothing Industries 17,486 0.5 
m the 1967 Annual Census of Manufac- 35 26 Ornamental and Architectural Metal 17,457 0.5 
es. A supplementary listing of all other 36 5 | Biscuits and Bakeries 17,080 0.5 
V materials and containers used compiled a7 18 Furniture and Fixtures 15,588 0.5 
the Ontario Statistical Centre from estab- 38 39 Paint and Varnish 9,798 0.3 
ment reports reduced the value of items 39 14 Other Textile Industries 8,160 0.2 
ich could not be allocated to a specific 40 on Leather and Leather Products 7,348 Oe 
lustry-of-origin. The remaining unallo- 41 42 Scientific and Professional Equipment 2,399 0.1 


led value was distributed in the same 
inner as that in the census questionnaires. Total 3,372,990 100.0 


The Input-Output Structure of The Niagara Region 


Construction 

The construction sector for the regional inter- 
industry table includes all construction work 
performed in the Niagara Region during 
1967 and carried out either by the construc- 
tion industry proper or by the labour force 
of other industries. New construction con- 
sists of all new work put in place, including 
additions, major renovations, conversions 
and alterations where either structural change 
takes place or the life of an existing asset 
is extended. On the basis of this definition a 
control total for new construction for the 
year 1967 in the Niagara Region was esti- 
mated. The Statistics Canada publication, 
Private and Public Investment in Canada, 
shows the location of new construction only 
by province. Consequently, published statis- 
tics on the value of building permits issued 
in the province by economic region as well 
as type of construction, were used as a 
basis for estimating the total value of con- 
struction at the regional level. This method 
of estimation is justified by the fact that 
almost 70 per cent of the total value of con- 
struction work reported for the province in 
1967 consists of residential construction and 
repairs. 

Finally, due to lack of data on the cost 
structure of the construction sector at the 
regional level, it was assumed that the pro- 
vincial input coefficients — as shown in the 
Ontario Input-Output Table — apply to the 
Niagara Region. 


Services 

Due to lack of information, at the regional 
level on the service industries, it was ne- 
cessary to adopt an indirect estimating pro- 
cedure. The service industries encompass 
financial intermediaries, repair, amusement, 
recreational, health, education, personal busi- 
ness and welfare services. The control total 
for the value of output of the service sector 
was estimated by assuming that the provin- 
cial ratio of the output of services to gross 
provincial product for the year 1967, applies 
to the Niagara Region. The final step in the 
analysis of the service industries was the 
estimation of total intermediate inputs and 
their sectoral allocation within the Niagara 
input-output classification. This was done by 
using the input coefficients as derived from 
the Ontario Input-Output Table. 


Transportation, Storage and Trade 
The value of output of the trade sector is 
defined as the trade mark-up. On the other 


hand, the transportation and storage sector 
is defined as including all transportation and 
storage establishments. The output of this 
sector represents the total revenue derived 
from transporting Niagara’s output to users 
either within or outside the region. Since 
adequate information for estimating the re- 
gional output of these industries is not avail- 
able, the provincial trade and transportation 
mark-ups derived from the Ontario Input- 
Output Table were applied to Niagara Input- 
Output Table, valued at purchasers’ prices. 
This method serves a dual purpose: it facili- 
tates the revaluation of each table entry from 
purchasers’ to producers’ prices and simul- 
taneously permits estimation of the inputs 
of this sector into each industry of the re- 
gional economy. 


Treatment of Regional Imports 

One of the major problems to be solved 
before constructing a regional input-output 
table, is deciding on the method by which 
the value of exports and imports of the 
region will be estimated. According to the 
standard Leontief open model, exports are 
treated as autonomous elements of final de- 
mand while imports of intermediate products 
are estimated on the basis of fixed ratios of 
the inputs to the level of total output of each 
sector. 

Due to lack of statistical information on 
interregional and international trade flows, 
an indirect estimating procedure was adopted 
to derive the value of regional exports and 
imports by sector. The first step was to derive 
the trade balance for each sector. This trade 
balance represents the deficit or surplus of 
the domestic output produced by each sector 
to meet the direct and indirect requirements 
of the regional economy. In other words, it 
is the difference between the total output 
requirement — intermediate plus final de- 
mand — and the actual output produced by 
each sector. A positive trade balance for any 
sector indicates that the region is a net ex- 
porter of the product of that sector, whereas 
a negative value shows that the region is a 
net importer. 

After determining the trade balance by 
sector, the next step is to distribute propor- 
tionately the negative values — or net imports 
— across each row and reduce the value of 
intermediate demand in each sector by the 
same amount. This derived imports matrix 


was reduced to a row vector which repre: 
the total imported intermediate inputs 
in the production process of each se 
(Row No. 49 of Table 2 in the Appen 

The implicit assumption is that inpu 
quirements will be satisfied first from do 
tically produced goods to the extent 
regional output is available. It is also 
sumed that Niagara’s local products ha 
locational advantage over imported mate: 
On the other hand, if the Niagara output 
particular product is not sufficient to 1 
regional needs, each sector will distribut 
input requirements proportionately bety 
domestic output and importation of 
product. 


Final Demand 
The final demand component consists of 
part of the total output of each sector w 
is allocated outside of the productive sec 
of the economy and is consumed. In o 
words, the final demand sector encompz 
all demand which is not accounted 
through the input requirements comp 
from the given set of input coefficients. 
mentioned above, this sector consists of 
sonal consumer expenditure on goods 
services, gross regional capital format 
changes in inventories, government expe 
ture (current account) at three leve 
federal, provincial and municipal, and fir 
regional exports to the rest of Canada 
the world. Due to lack of data on diffe 
final demand categories at the regional | 
it was decided to estimate their control ti 
on the basis of the input-output table foi 
province. After gross regional product 
estimated for the Niagara Region it was. 
tributed among the different final den 
categories — except for regional expor 
by applying the same percentage distribt 
as for the gross provincial product. ; 
The sectoral allocation to each cate 
of the final demand sector was approxim: 
by applying the corresponding pattern 
rived from the provincial input-output t 
Because the final demand sector is consid, 
as the exogenous variable in the model 
does not influence the technical structu’ 
the regional economy, this estimating p!! 
dure will not introduce a major distortic 
the basic model. However, when more ¢: 
rate information becomes available, it 
be easily incorporated into the model. 


4 — Total Intermediate Domestic Input as a Percentage of Total Input, Niagara Region, 1967 


ied at Producers’ Prices in $000) 


Industry 


Agriculture, Forestry and Fishing 

Mining 

Meat and Poultry 

Dairy Products 

Fruit and Vegetable Products 

Grain Mills 

Biscuits and Bakeries 

Other Food Industries 

Soft Drinks, Wineries, Distilleries, Breweries and Tobacco Products 
Rubber Products 
Leather and Leather Products 

Cotton, Wool and Synthetic Texile Mills 

Other Primary Textile Mills 

Other Textile Industries 

Knitting Mills _ 

Clothing Industries 

Wood Industries 

Furniture and Fixtures 

Pulp and Paper Mills 

Paper Products 

Printing and Publishing 

Iron and Steel Mills 

Tron Foundries 

Other Primary Metals Industries 

Fabricated and Structural Metal 

Ornamental and Architectural Metal 

Metal Stamping, Pressing and Coating 

Wire and Wire Products 

Hardware, Tool and Cutlery 

Other Metal Fabricating Industries 
Miscellaneous Machinery 

Motor Vehicle Parts and Accessories 

Other Transportation Equipment 

Electrical Appliances 

Electrical Industrial Equipment 
Communication and Other Electrical Equipment 
Gypsum, Concrete, Stone and Clay Products 
Other Non-metallic Mineral Products 

Paint and Varnish 

Industrial Chemicals, Soap and Toilet Products 
Other Chemical Industries, Petroleum and Coal Products 
Scientific and Professional Equipment 
Miscellaneous Manufacturing Industries 
Construction, Maintenance and Repair 
Transportation, Storage and Trade 

Utilities 

Communications and Other Services 
Unallocated Sector 


n this table, total intermediate input is defined to exclude intra-industry consumption. 


Total Intermediate 


Domestic 
Input Less 
Intra-Industry 
Input 


81,813 
7122 
32,077 
19,719 
33,959 
36,155 
8,073 
30,916 
12,589 
28,245 
2,391 
6,392 
10,741 
3,056 
9,486 
7,463 
4,198 
8,590 
19,731 
BOs 
12,142 
139,390 
27,022 
61,864 
27,007 
10,505” 
54,995 
46,654 
8,220 
115,386 
119,077 
98,440 
29,998 
33,719 
27,657 
10,782 
19,716 
24,620 
5,130 
07,272 
35,557 


14,135 
168,061 
ame 

14,968 
150,578 
246,582 


Total 
Input 


198,834 
20,746 
46,806 
30,035 
65,017 
51,836 
17,080 
45,222 
33,787 

997,212 

7,348 
45,888 
36,926 

8,160 
19,572 
17,486 
17,504 
15,588 
95,506 
57,733 
37,301 

797,053 
38,800 

113,709 
42,404 
17,457 
89,526 

106,502 
19,120 

222,208 

200,011 

248,245 
81,309 
61,451 
87,865 
40,967 
55,535 
76,405 

9,798 

228,838 

52,052 


35,329 
450,595 
681,536 
134,929 

137,387, 
320,325 


15 


Per Cent 


41.14 
34.32 
68.53 
65.65 
52.23 
69.74 
47.26 
68.36 
37.25 
29.05 
32.53 
13.92 
29.08 
37.45 
48.46 
42.67 
23.98 
55.10 
20.65 
55.63 
32.55 
17.48 
56.75 
54.40 
63.68 
60.17 
61.42 
43.80 
42.99 
51.92 
59.53 
39.65 

36.89 
54.87 
31.47 
26.31 

35.50 
200 
52.35 
42.50 
68.31 


40.00 
Sipe) 
20.21 
11.29 
13223 
76.97 


The Input-Output Structure of The Niagara Region 


Table 5 — Total Intermediate Demand as a Percentage of Total Output, Niagara Region, 1967 
(Valued at Producers’ Prices in $000) 
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Total 
Intermediate Total 

Industry Demand Output Pa 
Agriculture, Forestry and Fishing 135,876 198,834 68. 
Mining 10,525 20,746 50. 
Meat and Poultry 13,072 46,806 275 
Dairy Products 10,689 30,035 355 
Fruit and Vegetable Products 20,350 65,017 3 
Grain Mills 35,056 51,836 67. 
Biscuits and Bakeries 3,584 17,080 20. 
Other Food Industries 19,070 45,222 42. 
Soft Drinks, Wineries, Breweries, Distilleries and Tobacco Products 5,544 S33e7/Sii 16. 
Rubber Products 30,461 OTe 3 
Leather and Leather Products 843 7,348 18 
Cotton, Wool and Synthetic Texile Mills 35,156 45,888 Th 
Other Primary Textile Mills 5,936 36,926 16. 
Other Textile Industries 5,107 8,160 62. 
Knitting Mills 683 19572 3. 
Clothing Industries 410 17,486 2, 
Wood Industries 13,878 17,504 79. 
Furniture and Fixtures 842 15,588 5. 
Pulp and Paper Mills 71,230 95,506 74. 
Paper Products 40,929 Soe 710 
Printing and Publishing 32,888 37,301 88. 
Iron and Steel Mills 590 2s 797,053 48. 
Iron Foundries 38,662 38,800 99. 
Other Primary Metals Industries 51,073 113,709 44, 
Fabricated and Structural Metal 25,948 42,404 61. 
Ornamental and Architectural Metal 6,057 IPAs a 34, 
Metal Stamping, Pressing and Coating 44,880 89,526 50. 
Wire and Wire Products 47,430 106,502 44, 
Hardware, Tool and Cutlery 12,297, 19,120 64. 
Other Metal Fabricating Industries D6; 612) 222,208 52 
Miscellaneous Machinery 19,855 200,011 9: 
Motor Vehicle Parts and Accessories 28,247 248,245 1h 
Other Transportation Equipment 19,268 81,309 Zan 
Electrical Appliances B97) 61,451 EF 
Electrical Industrial Equipment 17,005 87,865 19. 
Communication and Other Electrical Equipment 17,254 40,967 42. 
Gypsum, Concrete, Stone and Clay Products 38,092 Ss) 55)5) 68. 
Other Non-metallic Mineral Products 257009 76,405 Bi | 
Paint and Varnish 8,652 9,798 88. 
Industrial Chemicals, Soap and Toilet Products 108,229 228,838 Tih 
Other Chemical Industries, Petroleum and Coal Products 30,106 52-052 57. 
Scientific and Professional Equipment 734 2,399 30. 
Miscellaneous Manufacturing Industries 10,586 35,329 29. 
Construction, Maintenance and Repair 86,734 450,595 19, 
Transportation, Storage and Trade 238,693 681,536 35) 
Utilities 74522 134,929 Sai 
Communications and Other Services 361,726 LASTS Si Ei} 
Unallocated Sector 260,272 3205325 


Cs 


YCLUSION 


interindustry model of the Niagara Re- 
, as presented in this article, is considered 
> a step further toward regionalization of 
input-output model for the provincial 
omy. Without relying on any disaggre- 
1g method based on the technical struc- 
of the provincial or national economy, 
table was constructed on the basis of 
st and actual data on the regional input 
sture and final demand patterns. It is 
ved that this model, based on actual 


mation, will provide a more reliable 


foundation for impact analysis and studies 
of differential growth rates in the various 
regions than could be achieved using purely 
Statistical disaggregation procedures. 

The Niagara interflow table reveals in 
detail the complex industrial structure of the 
region where all major types of productive 
activity are represented. The intricate inter- 
dependence among various sectors is due to 
the fact that a great number of transactions 
are taking place between the productive sec- 
tors rather than between these industries and 


the final demand sectors. Table (5) shows 
that more than 20 major industries delivered 
more than 40 per cent of their output to other 
industries for further processing. Moreover, 
a relatively large proportion of total inputs 
were supplied from domestic sources. 

This model will be used in analyzing the 
structure of the regional economy and its 
market potential for different products and 
will provide a basis for a more rational 
approach for solving problems relating to 
public investment programs. 


Appendix 


Table I — The Inter-Industry Flow of Goods and Services, Niagara Region, 1967 


Industry No. 


SoOMmAANND NAhWN 


(Producers’ Prices in Thousands of Dollars) 
For the distribution of output of an industry, 
read the row for that industry. 


For the composition of inputs to an industry, 
read the column for that industry. 


Industry 


Agriculture, Forestry and Fishing 
Mining 

Meat and Poultry 

Dairy Products 

Fruit and Vegetable Products 


Grain Mills 

Biscuits and Bakeries 

Other Food Industries 

Soft Drinks, Wineries, Distilleries, Breweries and Tobacco Products 
Rubber Products 


Leather and Leather Products 

Cotton, Wool and Synthetic Textile Mills 
Other Primary Textile Mills 

Other Textile Industries 

Knitting Mills 


Clothing Industries 
Wood Industries 
Furniture and Fixtures 
Pulp and Paper Mills 
Paper Products 


Printing and Publishing 

Iron and Steel Mills 

Iron Foundries 

Other Primary Metals Industries 
Fabricated and Structural Metal 


Ornamental and Architectural Metal 
Metal Stamping, Pressing and Coating 
Wire and Wire Products 

Hardware, Tool and Cutlery 

Other Metal Fabricating Industries 


Miscellaneous Machinery 

Motor Vehicle Parts and Accessories 
Other Transportation Equipment 
Electrical Appliances 

Electrical Industrial Equipment 


Communication and Other Electrical Equipment 
Gypsum, Concrete, Stone and Clay Products 
Other Non-metallic Mineral Products 

Paint and Varnish 

Industrial Chemicals, Soap and Toilet Products 


Other Chemical Industries, Petroleum and Coal Products 
Scientific and Professional Equipment 

Miscellaneous Manufacturing Industries 

Construction, Maintenance and Repair 

Transportation, Storage and Trade 

Utilities 

Communications and Other Services 

Unallocated Sector 


Total Intermediate Domestic Input (Rows 1 + ...+ 48) 
Imports 


Wages and Salaries 
Other Value Added 


Total Value Added (Rows 51 + 52) 


Total Input (Rows 49 + 50 + 53) 


Agriculture, 
and Fishing 


— | Forestry 


100,094 


14,622 
54,191 
2927 


84,118 
198,834 


N | Mining 
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Grain Mills 
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1,330 


Lily 


Biscuits and 
Bakeries 
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Other Food 
Industries 


eo 


121 


ies) 
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89 


32,543 


4,063 
4,348 
4,268 


8,616 
45,222 


Soft Drinks, 
Wineries, 


and Tobacco 


Distilleries, 
Products 


Breweries 
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1,778 


Rubber 
Products 


— 
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40,382 


13,442 
14,940 
28,448 


43,388 
Sp 


and Leather 


Leather 
Products 
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Serene) Co (were) 


670 
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22 : 2 
gis yee wae 
Sons Operon oss 
SOSSR SESS aks 
OF AEE SOme= ons 

12: 13 14 
1 0 0 
2 1 0 
0 0 0) 
0) 0) 0 
0 0 0 
0 0 0) 
0 0 0) 
95 1 0 
0 0 0 
0) 268 18 
0) 0 0) 
14,245 3,401 391 
745 1,301 244 
120 1,097 1,035 
124 16 0 
0 0) 45 
16 0) 0) 
0) 0) 0 
184 70 2 
171 573 1,123 
2 37 0 
0 0 0) 
0 0 0 
0) 0) 0) 
0 0 0) 
0 0 0) 
0 0 0) 
0 0 0) 
0) 0) 95 
0) 0 0 
0 0 0 
0 0 0 
0 0 4 
418 0 17, 
0 0 0 
0) 0) 0 
0 0) 0 
0) 0) 0) 
0 0) 0 
1,007 800 76 
1 24 129 
0 0 0 
0 1 15 
183 159 9 
860 1,788 184 
393 202 2 
718 871 162 
1352 1,432 521 
20,637 12,042 4,091 
6,755 10,760 1,501 
11,030 8,566 1,812 
7,466 5,558 756 
18,496 14,124 2,568 
45,888 36,926 8,160 
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Appendix 


Table I — The Inter-Industry Flow of Goods and Services, Niagara Region, 1967 — Continued 


(Producers’ Prices in Thousands of Dollars) 


Industry No. 


SCO AND NRWN 


For the distribution of output of an industry, 
read the row for that industry. oH 20.2 o& i 
fs ae} Ss F: 

For the composition of inputs to an industry, Se a5 Bs r 
: Sais os hs : 

read the column for that industry. Zs Oe = 5 F 

Industry 15 16 7 

Agriculture, Forestry and Fishing 0 0 0) 

Mining 0) 1 0 

Meat and Poultry 0 0 0) 

Dairy Products 0 0 0 

Fruit and Vegetable Products 0) 0 0 

Grain Mills 0) 0 0) 

Biscuits and Bakeries 0 0) 0) 

Other Food Industries 0 0 0 

Soft Drinks, Wineries, Distilleries, Breweries and Tobacco Products 0 0) 0 

Rubber Products 0 0 0 

Leather and Leather Products 0 2 0 

Cotton, Wool and Synthetic Textile Mills 5,598 4,633 3 

Other Primary Textile Mills 919 Bul 7/ 0 

Other Textile Industries 177 94 0 

Knitting Mills 3)117/ 0) 0 

Clothing Industries 0) 0) 0) 

Wood Industries 0 0) 360 

Furniture and Fixtures 0 0 352) 

Pulp and Paper Mills 10 92 584 

Paper Products 242 138 13 

Printing and Publishing IS) 8 0 

Iron and Steel Mills 0 0 1 

Iron Foundries 0 0 0 

Other Primary Metals Industries 0 0 8 

Fabricated and Structural Metal 0 0) 0 

Ornamental and Architectural Metal 0 0) 0 

Metal Stamping, Pressing and Coating 0 0 38 

Wire and Wire Products 0 0 32 

Hardware, Tool and Cutlery 0 0 150 

Other Metal Fabricating Industries 0 0 0) 

Miscellaneous Machinery 0 0 0) 

Motor Vehicle Parts and Accessories 0 0 0 

Other Transportation Equipment 0 0) 45 

Electrical Appliances 0) 0) 0 

Electrical Industrial Equipment 0 0 0 

Communication and Other Electrical Equipment 0 0) 0 

Gypsum, Concrete, Stone and Clay Products 0) 0 0 

Other Non-metallic Mineral Products 0 0 323 

Paint and Varnish 0 0 26 

Industrial Chemicals, Soap and Toilet Products 334 0) 23 

Other Chemical Industries, Petroleum and Coal Products 1 170 0) 

Scientific and Professional Equipment 0 0 0) 

Miscellaneous Manufacturing Industries 357) 168 itil} 

Construction, Maintenance and Repair 32 14 42 

Transportation, Storage and Trade $20 $43 1,432 

Utilities 87 48 94 1 

Communications and Other Services 766 603 390 | 

Unallocated Sector 748 632 529 | 

Total Intermediate Domestic Input (Rows 1 + ...-+ 48) 10,003 7,463 4,558 | 

Imports 2,481 1,438 6,183 | 

Wages and Salaries 5,906 55875 4,710 

Other Value Added 1,182 2,710 2,053 | 

Total Value Added (Rows 51 + 52) 7,088 8,585 6,763 | 

Total Input (Rows 49 + 50 + 53) WS) S5 7/92 17,486 17,504 } 


| = Z 6 
: 2 2 3 , 2 a = gS ae Z 
Z a3 ee es ef Sess Boyes So 55 S623 fees 2 
d as a Se. ae ee 5a55 SEE 6k<5 5S ssc  & 
) 20 21 22 23 24 25 26 27 28 
NN 
P! 0 0 0 0 0 0 0 0 0 1 
90 19 0 1,536 313 6 3 0 2 3 2 
20 0 ) 0 0 0 0 0 0 0 3 
Ba) 0 0 0 0 0 0 0 0 0 4 
0 0) 0 0 0 0 0 0 0 0 5 
6 0 0 0 0 ) 0 0 0 0 6 
0 80 0 0 0 0 0 0 ) 0 7 
591 0 0 34 0 0 0 0 0 0 8 
0 0 0 0 0 0 0 0 0 0 9 
0 0 2 0 07 0 0 0 19 0 10 
0 0 0 0 0 0 0 0 0 On ait 
0 224 0 0 ) 0 0 0 0 0 12 
11 26 0) 0 0 0 0 0 0 On 413 
0 0 0 0 0 76 ) 0 0 Or ats 
0 0 0 0 0 0 0 0 0 0 15 
0 0 0 0 0 0 0 0 0 0 16 
5 0 0 2,727 1 24 0 0 76 216 i 
0 0 0 0 0 0) 0 0 0 0 18 
192 20,111 5,887 756 0 0 ) 0 162 0 19 
814 1,061 535 0 ) 203 0 47 352 873 20 
0 151 1,663 0 0 0 0 0 0 ik: ue | 
0 0 0 Tus ie 10,680 38,078 15,244 2,554 41,026 33502, 22 
0 0 8,716 123 278 61 2 12 0. 23 
0 57 1 18,929 84 4,754 66 246 576 2,029 24 
0 0 0 0 0 0 0 9 0 On "25 
0 0 0 7 1 0 24 0 99 0 26 
112 91 124 874 190 1,030 170 3,919 38 38. 29 
0 4 0 0 115 175 546 1,169 2,030 18,697 28 
0 6 0 4 0 125 0 0 114 14 29 
0 2 0 101 6,176 333 7,261 232 66 644 30 
0 0 0 0 0 0 0 149 0 OF sat 
0 0 0 0 0 4,892 0 0 0 Oy 32 
0 0 0 0 0 37 435 0 ) 0 33 
0 0 0 0 0 413 0 0 0 0 34 
0 0 ) 0 0 0 0) 0) 257 0. 35 
0 0 0 142 0 406 0 0 16 0 36 
349 225 0 10,209 157 287 0 0 0 B02, 234 
667 174 0 357 ) 139 0 57 14 0 38 
6 0 0 0 19 0 33 a 1,249 4 39 
594 2,637 633 5,204 85 2,173 14 0 489 27 40 
15 12355 4 1,420 5 297 1 3 2 i 4g 
0 0 12 0 0 0 0 0 ) 0 42 
0 142 Z 0 1 0 0 ) 737 0 43 
306 216 88 2,845 253 1,268 107 27 184 357 44 
327 1.792 566 19,403 1,604 3,065 559 417 2,105 2,428 45 
986 339 124 14,509 435 1,841 132 36 353 613 46 
522 1,967 2,027 9,693 732 2,803 724 457 2,752 1,903 47 
330 2,500 2D ABF 41,924 171 3,915 1,627 1,174 2,303 3,629 48 
923 33,179 13,805 217,202 22,145 66,618 27,007 10,505 55,033 65,351 49 
063 5,168 1,182 181,536 2,400 8,318 1,219 1,762 6,042 5,538 50 
,083 12,747 15,410 178,681 9,637 26,160 13,506 4,127 16,781 23,962 51 
437 6,639 6,904 219,634 4,618 12,613 672 1,063 11,670 11:65, 52 
520 19,386 22,314 398,315 14,255 38,773 14,178 5,190 28,451 35,613 53 


Neen eee 
——— rr ee oom 


»506 57,733 37,301 797,053 38,800 113,709 42,404 17,457 89,526 106,502 54 
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Table I — The Inter-Industry Flow of Goods and Services, Niagara Region, 1967 — Continued 


Industry No. 


OSOoOMANA NARPWN— 


(Producers’ Prices in Thousands of Dollars) 


For the distribution of output of an industry, 
read the row for that industry. 


For the composition of inputs to an industry, 
read the column for that industry. 


Industry 


Agriculture, Forestry and Fishing 
Mining 

Meat and Poultry 

Dairy Products 

Fruit and Vegetable Products 


Grain Mills 

Biscuits and Bakeries 

Other Food Industries 

Soft Drinks, Wineries, Distilleries, Breweries and Tobacco Products 
Rubber Products 


Leather and Leather Products 

Cotton, Wool and Synthetic Textile Mills 
Other Primary Textile Mills 

Other Textile Industries 

Knitting Mills 


Clothing Industries 
Wood Industries 
Furniture and Fixtures 
Pulp and Paper Mills 
Paper Products 


Printing and Publishing 

Iron and Steel Mills 

Iron Foundries 

Other Primary Metals Industries 
Fabricated and Structural Metal 


Ornamental and Architectural Metal 
Metal Stamping, Pressing and Coating 
Wire and Wire Products 

Hardware, Tool and Cutlery 

Other Metal Fabricating Industries 


Miscellaneous Machinery 

Motor Vehicle Parts and Accessories 

Other Transportation Equipment 

Electrical Appliances 

Electrical Industrial Equipment 
Communication and Other Electrical Equipment 
Gypsum, Concrete, Stone and Clay Products 
Other Non-metallic Mineral Products 

Paint and Varnish 

Industrial Chemicals, Soap and Toilet Products 


Other Chemical Industries, Petroleum and Coal Products 
Scientific and Professional Equipment 

Miscellaneous Manufacturing Industries 

Construction, Maintenance and Repair 

Transportation, Storage and Trade 

Utilities 

Communications and Other Services 

Unallocated Sector 


Total Intermediate Domestic Input (Rows 1 + ...-+ 48) 


Imports 
Wages and Salaries 
Other Value Added 


Total Value Added (Rows 51 + 52) 


Total Input (Rows 49 + 50 + 53) 


J oH es 5 
S oc pal 2e 
gee SEE B Es 
teas sic Zea 
IeRO yen, = Ssz 
29 30 Sil 

0 0) 10) 

1 105 39 

0) 0 (0) 

0) 0 (0) 

0 0) 0) 

0 0 0 

(0) 0) 10) 

0 0) (0) 

0) 0 0 

0 903 993 

0 0 0) 

0 0 0 

0 0 0 

0 0 0 

0 0 0) 

0 0 0 

83 154 LZ 

0 0 7 

Dil DD 173 

85 162 460 

0) 0 18 

(LWA 43,739 26,969 

79 4,732 6,256 

188 4,284 3,889 

0 Sy Ike) 0 

1 17 0 

1,961 1,940 13,953 

69 3,968 680 

106 508 242 

247 6,432 34,830 

68 5363) 2 

0 4,786 4,444 

0 373 0 

0 1 0 

656 PENDS 938 

0 307 33 

44 41 0) 

0 0 98 

31 303 718 

1 151 19 

19 20 56 

0 15 13 

59 10 0 

40 741 Tid 

482 5,192 8,330 

90 800 805 

743 7,050 6,947 

1,531 11,490 TLONG: 

8,326 121,818 121,599 

2,973 12,769 13,746 

6,464 63,740 49,735 

1395574 23,881 14,931 

Tp 87,621 64,666 

19,120 222,208 200,011 


SUTwTwTaT 


Motor 
| w |] Vehicle 


23 

~~ n _ ' ~~ — ra G. rs) ~ S 
= =v =a34 8 “ot —& aft = een ee eg 

52 ge ce oa g2 22 € Zeq3 Be dienes a koe = 

Sc es Eas Ges es 250,35 ba5e =o BESS yeBSCOS = $2 2 

= oe 89s Bee 36. S5559 so88 he g2seo g8g8uS 8yok 3 

20 n< men O8§0um OOn0e O&Sa a> SORea “OO sa ga Agam § 

3 34 35 36 37 38 39 40 41 42 

3 0 3 0 1 0 0 11 1 0 1 

4 1 1 4 2,001 24 11 630 851 0 2 

0 0 0 0 0 0 0 1,092 0 0 3 

0 0 0 0 202 0 0 5 0 0 4 

0 0 0 0 0 0 0 6 0 0 5 

0 0 0 0 0 0 0 4 0 0 6 

0 0 0 0 0 0 0 0 0 0 7 

0 0 0 0 112 0 203 10,714 170 0 8 

0 0 0 0 0 0 0 0 0 0 9 

573 82 0 430 0 0 9 124 0 4 10 

0 0 0 0 0 0 0 69 0 22 At 

5 35 41 38 0 167 0 0 0 Sink 

1 0 0 0 0 0 0 0 0 i 603 

2 0 0 28 0 2 0 0 0 0 14 

0 0 0 0 0 0 0 0 0 ft 15 

0 ) 0 0 0 0 0 0 0 oO “A6 

27 0 67 41 84 51 0 1 33 | ee 

0 0 0 0 0 0 0 0 0 12 18 

3 4 2 1 2,516 134 0 5,326 0 24 19 

15 1,281 298 179 674 1,027 23 7,535 We 10 20 

0 0 ) 2 0 20 0 8 53 QO. 24 

414 10,343 7,316 a4 393 279 0 16,319 5,048 AS 22 

833 840 103 0 ONT 0 0 0 2 23 

685 621 536 1,003 3 4 0) 816 0 50 24 

42 0 0 0 0 0 0 0 0 9. 95 

0 0 0 0 0 0 0 0 0 0 26 

65 22 70 49 44 54 397 3,670 22 2 27 

42 3,048 4,632 348 507 44 0 0 0 4 28 

59 0 38 0 1,811 0 0 0 0 1 29 

845 0 3,204 458 a2 64 0 44 0 ah BO 

367 1,206 0 0 0 0 0 0 0 2 31 

a2 0 218 0 0 0 0 0 0 0 32 

290 0 0 806 0 ) 0 0 110 0. 28 

51 361 0 0 0 0 0 0 0 0 34 

3 7,839 91 969 0 0 0 0 0 LSS 

129 187 ) 10,427 0 102 0 6 0 407 36 

1 62 ) 41 907 5,325 0 353 0 0 37 

63 13 373 1,026 853 9,836 25 990 195 55 38 

217 868 45 7 it 0 268 220 79 2 39 

25 370 24 641 432 1,076 2,560 35,174 22,139 16 40 

43 93 23 30 31 1,144 265 8,385 2,455 14 44 

23 43 6 0 0 0 0 0 0 16 42 

D 0 7 0 4 0 0 459 0 7 43 

366 116 179 78 302 382 21 1,262 323 6 44 

666 1,824 2,062 927 3,160 2,080 301 7,576 1,532 Aq AS 

324 179 469 80 452 4,549 28 ‘6,795 355 5 46 

RS. 2,145 3,141 1,894 2,003 DAT? 432 7,523 839 93 47 

073 3,337 4,062 1,548 4,048 5,403 855 17,329 2,075 189 48 

288 34,080 27,748 21,209 20,623 34,456 5,398 132,446 38,012 1,128 49 

655 8,113 6,942 3,351 10,996 9,460 905 19,787 8,935 338 650 

090 13,240 28,939 LOFT 13,620 24,230 igor! 29,150 4,594 806 51 

276 6,018 24,236 5,630 10,296 8,259 1,684 47,455 511 127 52 

),366 19,258 53175 16,407 23,916 32,489 3,495 76,605 5,105 933 53 


5309 61,451 87,865 40,967 555595) 76,405 9,798 228,838 52,052 2,399 54 
eo ee A eT ieee Re ee a ee 
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Appendix 


Table I — The Inter-Industry Flow of Goods and Services, Niagara Region, 1967 — Continued 
(Producers’ Prices in Thousands of Dollars) 


. For the distribution of output of an industry, os Ss = 
>, read the row for that industry. we eae gs & Ses : 
3 aot 1s so Hes La 2 
% For the composition of inputs to an industry, 5 3 ze3 Loe asst = 
~ . 2ec'rv oLcsy Sk OU = 
& read the column for that industry. SaES55 GEss Egss = 
Industry 43 44 45 4¢ 
ee SS TT 
1 Agriculture, Forestry and Fishing 7/ 669 12,695 
3 Meat and Poultry 3 0 116 
4 Dairy Products 0 0 IY | 
5 Fruit and Vegetable Products 0 0 0 
6 Grain Mills 0 0 290 
7 Biscuits and Bakeries 0 0 0 
8 Other Food Industries 4 0) 33 
9 Soft Drinks, Wineries, Distilleries, Breweries and Tobacco Products 0 0 0) 
10 Rubber Products 1,118 1,414 1,543 
11 Leather and Leather Products 2a 6 7 
12. Cotton, Wool and Synthetic Textile Mills 95 51 748 
13. Other Primary Textile Mills 43 612 472 
14 Other Textile Industries 3 314 301 
15 Knitting Mills 2S 0) 0 
16 Clothing Industries 8 0 241 
17. Wood Industries 84 6,801 43 
18 Furniture and Fixtures 3 345 10 
19 Pulp and Paper Mills ey} +1447 1,065 
20 Paper Products 584 2,413 3,814 
21 Printing and Publishing 50 0 346 
DD, Iron and Steel Mills 999 6,234 283 
23 Iron Foundries 26 3,126 Wy! 
24 Other Primary Metals Industries 1,037 7-358 68 
25 Fabricated and Structural Metal 0 10,089 16 
26 Ornamental and Architectural Metal 0 5,441 ' 0 
27 Metal Stamping, Pressing and Coating 356 4,884 498 
28 Wire and Wire Products 276 2,942 156 
29 Hardware, Tool and Cutlery 719 1,548 36 
30 Other Metal Fabricating Industries 125 21,238 801 
31 Miscellaneous Machinery 18 850 882 
32 Motor Vehicle Parts and Accessories 8 476 1,421 
33 Other Transportation Equipment 5 0 1,916 
34 ~=Electrical Appliances 36 500 0 
35. _— Electrical Industrial Equipment 35 2,490 6 
36 Communication and Other Electrical Equipment 16 ZO 227 
37. Gypsum, Concrete, Stone and Clay Products 45 18,658 26 
38 Other Non-metallic Mineral Products 105 DB? 47 
39 Paint and Varnish 36 1RUS2 6 
40 Industrial Chemicals, Soap and Toilet Products 223 879 220 
41 Other Chemical Industries, Petroleum and Coal Products 1,736 396 303 
42 Scientific and Professional Equipment 0 46 6 
43 Miscellaneous Manufacturing Industries 1,349 1,134 396 
44 Construction, Maintenance and Repair 91 206 9,826 4 
45 _ Transportation, Storage and Trade USS Si is7 26,026 i 
46 Utilities 161 225 4,523 2:1 
47 Communications and Other Services 1,622 20,896 51,608 (| 
48 Unallocated Sector ROT 
50 Imports 5,075 66,417 45,746 y 
51 Wages and Salaries 12,017 165,486 289,773 3.) 
32 Other Value Added eee 
53 Total Value Added (Rows 51 + 52) 14,770 215,911 471,993 9 | 
> > >’ ‘ 


cations 
and Other 
Services 


52,783 
9,836 


2,931 
10,458 
46,347 


61,036 


36,721 
60,905 
78,725 


539,630 
37,387 


Unallocated 


738 
8,485 
LS) 


60,548 


0 
75,369 
0 


246,582 


73,743 
0 
0 


@) 
320,325 


Total 
Intermediate 
Demand 
(Columns 
Le es 

+ 48) 


35,056 
3,584 
19,070 
5,544 
30,461 


843 
Bo 
5,936 
SLOW 
683 


410 
13,878 
842 
E235) 
40,929 


32,888 
390,213 
38,662 
SlOvs 
25,948 


6,057 
44,880 
47,430 
12,297 

116,612 


193355) 
28,247 
19,268 

LOS 
17,005 


17,254 
38,092 
ZOU 
8,652 
108,229 


30,106 
734 
10,586 
86,734 
238,693 


74,522 
361,726 
260,272 


PSS, SOD 


679,041 
1,598,088 
1,466,678 


3,064,766 
6,317,342 


: e ae #8 
a §2 3 ae E= 

a ss? = vo gird iz) 

= C pes) = me a 

Bee & 8 58 22 2 

263i = oe Sis 2 

50 Sil ay 53 54 
28,462 0 1,500 357 32,639 
0 0 37 1,093 9,091 
335001 0 — 127 84 0 
19,247 0 — 39 138 0 
37,097 0 735 49 8,256 
16,450 0 220 110 0 
13,416 0 32 48 0 
23,716 0) 107 65 2,204 
14,710 0) — 901 27 14,407 
738 81 440 95 65,397 
6,020 0 42 7 436 
6,159 0 400 24 3,549 
4,890 176 1,020 24 24,880 
1,892 QB — 46 118 858 
9,402 0 —1,260 3 10,744 
16:9 13 0 130 33 0) 
Was) 18 — 30 120 3,245 
10,167 4,517 32 30 0 
5,681 0 1,173 33 17,384 
3,430 0) 1,134 142 12,098 
3,497 0 — 62 616 362 
0 0 — 3,370 134 410,076 
0) 0) — 361 499 0 
726 0 1,880 210 59,820 
0 0 —3,275 1,995 17,736 
436 845 146 286 9,687 
834 383 — 135 283 43,281 
487 158 2,963 242 55 222 
6,139 914 — 404 174 0) 
3,205 73,101 — 3,764 1,714 31,340 
1,937 Ye DMB — 1,502 S37 ISRO 
27,683 6,820 — 3,482 276 188,701 
17,143 19,940 —4,046 60 28,944 
12,656 825 648 il 45,340 
1129 13,380 2,038 69 54,244 
7,774 LPS — 137 138 3,807 
1,200 0 300 1,490 14,453 
3,500 0 449 61 46,716 
969 0 79 98 0 
10,866 0 2,432 401 106,910 
5,883 0 360 557 15,146 
347 1225 19 74 0 
16,528 Dallou PAS) 291 5,548 
0 363,861 0 0 0 
326,718 102,948 DST] 10,580 0) 
BOM IT 0) 119 2,073 27,418 
606,212 16,869 651 42,063 109,866 
45,874 0) 906 11,631 1,642 
0 0 =) 0 0 
565,960 565,960 iS 15,201 0 
0 0 0 253,147 0 
0 0 0 0 0 
0 0 0) 253,147 0 
1,951,000 748,305 1,716 347,107 1,636,808 


Total 
Final 
Demand 
(Columns 
SOESE 

+ 54) 


62,636 


180,156 
219,998 
62,041 
59,476 
70,860 


2351 NS 
17,443 
50,726 
1,146 
120,609 


21,946 
1,665 
24,743 
363,861 
442,843 


60,407 
775,661 
60,053 


0 


684,550 
253,147 
0 


253,147 
4,681,504 


Total 
Output 
(Columns 
49 + 55) 


Nn 
a 


198,834 
20,746 
46,806 
30,035 
65,017 


51,836 
17,080 
45 222 
SS 1KeT/ 
SL Aly, 


7,348 
45,888 
36,926 

8,160 
LORS TZ 


17,486 
17,504 
15,588 
95,506 
DBS 


37,301 
797,053 
38,800 
113,709 
42,404 


17,457 
89,526 
106,502 
19,120 
222,208 


200,011 
248,245 
81,309 
61,451 
87,865 


40,967 
Ss) 
76,405 
OMS 
228,838 


681,536 


134,929 
INI B iste) 
320,325 


0 


1,363,591 
1,851,235 
1,466,678 


B Silico 
0) 


ZS 


Industry No. 
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Table II — Direct Requirements Table, Niagara Region, 1967 


(Producers’ Prices in Dollars) 


Industry No. 


OMDAID NAPWNK 


ay 


For the composition of inputs to an industry, 
read the column for that industry. 


Industry 


Agriculture, Forestry and Fishing 
Mining 

Meat and Poultry 

Dairy Products 

Fruit and Vegetable Products 


Grain Mills 

Biscuits and Bakeries 

Other Food Industries 

Soft Drinks, Wineries, Distilleries, Breweries 
and Tobacco Products 

Rubber Products 


Leather and Leather Products 

Cotton, Wool and Synthetic Textile Mills 
Other Primary Textile Mills 

Other Textile Industries 

Knitting Mills 


Clothing Industries 
Wood Industries 
Furniture and Fixtures 
Pulp and Paper Mills 
Paper Products 


Printing and Publishing 

Iron and Steel Mills 

Iron Foundries 

Other Primary Metals Industries 
Fabricated and Structural Metal 


Ornamental and Architectural Metal 
Metal Stamping, Pressing and Coating 
Wire and Wire Products 

Hardware, Tool and Cutlery 

Other Metal Fabricating Industries 


Miscellaneous Machinery 

Motor Vehicle Parts and Accessories 
Other Transportation Equipment 
Electrical Appliances 

Electrical Industrial Equipment 


Communication and Other Electrical Equipment 
Gypsum, Concrete, Stone and Clay Products 
Other Non-metallic Mineral Products 

Paint and Varnish 

Industrial Chemicals, Soap and Toilet Products 


Other Chemical Industries, Petroleum and Coal Products 
Scientific and Professional Equipment 

Miscellaneous Manufacturing Industries 

Construction, Maintenance and Repair 

Transportation, Storage and Trade 

Utilities 

Communications and Other Services 

Unallocated Sector 

Imports 


Wages and Salaries 
Other Value Added 


Total 


Agriculture, 
— | Forestry 
and Fishing 


.144186 
0 
.001710 


0 
.006448 


0 
.000015 
.004818 
.000050 
0 


0 
.002339 


.002349 
.000005 
.002897 
.000101 
.001987 


.014806 
ne) 
.000312 
0 
0 


.000352 
.0 
0 
0 
.008369 


042146 
0 

.000096 
025509 
.048110 


.008007 
.086705 
.009415 
073539 


.272544 
nl OS 2 


1.000000 


as 
oo a2 
#5) wee 
c AS iS} 
5 se 
2 3 

AO) 572042 

.001928 .000064 

A) .056916 

nO) nO) 

AO) .017305 

m0) .000513 

AO) m0) 

0 .002820 

AO) 0 

m0) AO) 

nO) AO) 

AO) 0 

A0) 0 

AO) m0) 

0 m0) 

AO) nO) 

nO) .000021 

0 AO) 

0 .000214 

0) .012947 

AO) .002072 

.000048 a0) 

RO) AO) 

nO) nO) 

0 a0) 

.O 0 

.000048 .010084 

0 nO) 

0 m0) 

.074665 AO) 

.000048 AO) 

.023812 a0) 

a0) 0 

0 nO) 

0 0 

A0) nO) 

.004145 @ 

AO) nO) 

0 m0) 

.000145 .000192 

.004627 .005448 

n0) nO) 

AO) 0 

.025499 .001624 

.040201 .027454 

.027668 .002991 

.050468 .008375 

091921 COPA 

.106189 .082724 

.293840 MMNGBSS 

.254748 .057706 

1.000000 1.000000 


Dairy 
Products 


a 


059i 
.000033 
ne) 

.033860 
.002430 


0 
.000033 
.001765 


DOSS OSes 5 


ZS339 


SS SSOSSe 


00266 


SS SoSsSeSe SSS 


.003130 
AO) 
.000266 


.000233 
AO) 
0 
.002264 
.013085 


.004828 
.017813 
.036457 
035658 


.256767 
.017180 


1.000000 


Fruit and 


WW! Vegetable 
Products 


8722 
.000092 
.018380 
.003538 
.088992 


.006337 
.000046 
.013012 


.000984 


MISS SOSSeo © 


.031961 
.007829 


79410 


SIS SoSoe SSOSoS Seaoe 


= 
BR 
oO 
‘s) 
Ne) 
Nn 


a0) 
.001999 


.000046 
ne) 
0 
002384 
.035391 


.003230 
026332 
064322 
.099020 


.176923 
sth 927/5)3) 


1.000000 


Re 


S 
oOo Nv 


ecg esosooo ooeSoS SOS iO SIS Si 


Note: Figures may not add to total due to rounding. 


27 


Biscuits and 
Bakeries 


‘if 8 9 10 11 12 13 14 15 16 
eS a ee 
03279 351842 .092758 0 a0) .000022 0 0) Ay ne) 
00117 0 0 .000062 .0 .000044 .000027 0 .0 .000057 
06440 .007209 0 0 .005988 0 A0) 0 .0 .O 
11593 .001769 0 AO) 0 0 Ae) 0 .O 0 
02400 .165605 .001450 .0 0 Ae) .0 A0) 0 a0) 
45492 .043872 0 .0 A0) @ 0 AO) A0) 0 
00234 0 0 0 Ae) a0) 0 AO) 0 0 
31967 .035978 013171 0 0 .002070 .000027 .0 0 0 

.005772 .110664 .0 0 0 0 .O 0 0 
0 AO) 124851 .091181 0 .007258 .002206 AO) 0 
a0) A AO) .039194 .0 Ae) AO) .0 .000114 
0 0 .025583 .024905 310430 092103 .047917 .286021 .264955 
0 0 .000381 .0 .016235 035233 .029902 046955 .018129 
0 0 .001800 AO) .002615 .029708 .126838 .009044 .005376 
0 0 {0) A0) .002702 .000433 AO) 026415 0 
| .0 .O 0 .000817 .O 0 .005515 Ad) 0 
0 0 .0 .000272 .000349 .O 0 .0 a0) 
| 0 0 0 a0) 0 0 a0) a0) 0 
| .009199 003492 .000072 .006124 .004010 .001896 .000245 .000511 .005261 
29567 LOLOT25) .039009 .002273 .013201 .003726 015518 .137623 012365 .007892 
05738 .002676 .001776 .000062 .005580 .000044 .001002 0 .000766 .000458 
0 0 0 0 AO) 0 Ae) 0 0 
0 0 Ae) 0 0 0 .O 0 .O 
| .O .004647 .000041 0 a0) 0 0 0 0 
| 0 .0 .O a0) 0 0 0 AO) 0 
0 0 0 0 ne) 0 Ae) 0 0 
.000730 011513 000267 0 a0) 0 0 0 0 
| 0 0 005915 000680 0 0 0 0 .0 
| 0 0 001296 .005171 Ae) 0 .011642 x0) 0 
0 .O 2022929 0 0 0 0 0 0 
! 0 0 0 AO) 0 .O 0 0 AO) 
| 0 0 0 0 0 0 Ae) 0 .0 
! 0 a0) 0 AO) 0 0 000490 0 0 
} .0 0 0 .O .009 109 0 .002083 0 0 
| 0 0 AO) 0 a0) nO) 0 0 a0) 
a .O AO) .000010 AO) .O Ae) 0 .O 0 
0 0 .000555 AO) 0 0 0 0 0 
: .000398 .052624 .000123 0 a0) 0 .0 0 0 
, 0 0 .001409 .001361 0 a0) 0 0 0 
(01991 .001968 001983 .130632 .001361 021945 .021665 .009314 .017065 0 
10948 .004577 .004262 .002387 .002994 .000022 .000650 015809 .00005 1 009722 
| 0 0 0 0 0 0 0 AO) 0 
| 0 .O AO) .016059 .O .000027 .001838 .001890 .009608 
02108 .001172 .003256 .001708 .001497 .003988 .004306 .001103 .001635 .000801 
37237 .022003 .030189 .016675 .034023 018741 048421 022549 .026569 .031053 
100293 .002565 .003256 .005401 .003674 .008564 .005470 .002574 004445 .002745 
35656 .011278 .022316 025871 OBS H2 015647 023588 019853 .039138 .034485 
47834 .031290 .086897 .045097 .075395 029463 .038780 .063848 038218 .036143 
11593 .089846 .083553 .138275 .286609 .147206 .291394 .183946 .126763 082237 
31967 .096148 .186817 .153685 334105 .240368 Pe HII .222059 301758 .335983 
183548 .094379 .246367 .292639 .014698 .162700 UI SKOBSIU7 .092647 .060392 154981 
100000 1.000000 1.000000 1.000000 1.000000 1.000000 1.000000 1.000000 1.000000 1.000000 
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Table I — Direct Requirements Table, Niagara Region, 1967 — Continued 


(Producers’ Prices in Dollars) 


} 6 a 
a u = on 
“al For the composition of inputs to an industry, 0 iS E ws a 20 5 
E d : = = Sy, us Ss | 
g read the column for that industry. 33 3 S S a3 E65 | 
& as m§ ae ao Oe ; 
Industry 9 18 19 20 21 
1 Agriculture, Forestry and Fishing 0) AO) 0 0 0 0 
2 Mining 0 0 000942 .000329 0) .00 
3. Meat and Poultry 0 .O 0 .O 0 0 
4 Dairy Products 0 nO) 0) 0 0 0 
5 Fruit and Vegetable Products 0 .O 0 0 0 AO) 
6 Grain Mills 0) 0 .000063 9) 0 a0) 
7 Biscuits and Bakeries 0 AO) m0) .001386 0 0 
8 Other Food Industries 0 a0) .006188 a0) 0) .00 
9 Soft Drinks, Wineries, Distilleries, Breweries 
and Tobacco Products a0) 10) AO) a0) 0 0 

10 Rubber Products a0) a0) 0 © .000054 a0) 
el Leather and Leather Products G {0) @ 0 m0) 0 
12 Cotton, Wool and Synthetic Textile Mills .000171 003208 m0) .003880 0 0 
13 Other Primary Textile Mills AO) .000064 .000115 .000450 0 0 
14. Other Textile Industries a0) A) m0) m0) 0 0 
15 Knitting Mills 0 0 AO) 0 AO) 0 
16 Clothing Industries nO) 0 0 nO) nO) 0 
17. Wood Industries .020567 .089364 .000052 m0) AO) 06 
18 Furniture and Fixtures .020110 .005517 a0) A0) @ a0) 
19 Pulp and Paper Mills .033364 .001475 316127 348345 .157824 OC 
20 Paper Products .000743 .003528 .018994 .018378 014343 0 
21 Printing and Publishing 0 .000064 0 .002615 044583 OF 
22 ~=Iron and Steel Mills .000057 WRISDS) 0 x0) 0 .0S 
23 Iron Foundries 0 0 0 0 0 .01 
24 Other Primary Metals Industries .000457 0 0 .000987 ~ 000027 07 
25 Fabricated and Structural Metal a0) a0) m0) 0 m0) 0 
26 Ornamental and Architectural Metal AO) AO) 0 0 m0) .0( 
27. Metal Stamping, Pressing and Coating .002171 .147293 .001173 .001576 .003324 OC 
28 Wire and Wire Products .001828 .007121 0 .000069 m0) 0 
29 Hardware, Tool and Cutlery .008569 .013729 AO) .000104 0 OC 
30 Other Metal Fabricating Industries AO) .104119 AO) .000035 nO) 0 
31 Miscellaneous Machinery AO) .079997 AO) m0) 0 0 
32 Motor Vehicle Parts and Accessories 0 .O AO) 0 0 0 
33 Other Transportation Equipment .002571 0 0 AO) @ AO) 
34 ~=Electrical Appliances 0 nO) 0 m0) AO) 0 
35 Electrical Industrial Equipment 0 0 0 0 0 0 
36 Communication and Other Electrical Equipment ng) 0 ne) AO) 0 0! 
37. Gypsum, Concrete, Stone and Clay Products ne) 0 .003654 .003897 nO) 0 
38 Other Non-metallic Mineral Products .018453 .003143 .006984 .003014 0 0! 
39 Paint and Varnish .001485 .005389 .000063 0 0 0 
40 Industrial Chemicals, Soap and Toilet Products .001314 .000192 .048102 .045676 .016970 0 
41 Other Chemical Industries, Petroleum and Coal Products a0) 005325 .000157 .023470 .000107 0 
42 Scientific and Professional Equipment a0) 0 0 0 .000322 0 
43 Miscellaneous Manufacturing Industries .006456 0 AO) .002460 .000054 0! 
44 Construction, Maintenance and Repair 002399 .001155 .003204 .003741 .002359 0 
45 Transportation, Storage and Trade .081810 .026495 .034836 .031039 015174 0 
46 _ Utilities .005370 .001283 .031265 .005872 .003324 0 
47 Communications and Other Services .022281 .016295 .015936 .034071 054342 AUF 
48 Unallocated Sector .030222 .020272 .034867 .043303 057291 0 
49 Imports 353234 IS2553 .063483 .089516 .031688 2 
50 Wages and Salaries .269081 .216449 .273103 .220792 .413126 2} 
Sl Other Value Added .117287 .074416 .140693 114995 .185089 2 
52. Total 1.000000 1.000000 1.000000 1.000000 1.000000 1.0) 


nn ——————_——— 


Note: Figures may not add to total due to rounding. 
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— [-n) — o 

4 mn eo yas ea ox = a oO Se > é Zz, 

; p25 3 5 B23 PEE ee Sep aE: 43.8 28s 2 

5 sess oO a<5s ego oan oe 4-23 3 e8 Boo 2 Z 

g3 S539 S923 Evss og Sy A=A- 2 nies S55 228 osb3 os 

pe On 24 Lane Oa82s ZaAuS Sea meO Onn =Ss spac A] 
23 24 25 26 27 28 29 30 31 32 

0 0 0 0 0 1 

)8067 .000053 .000071 0 000022 .000028 .000052 000473 000195 001861 2 

0 0 0 0 0 0 0 0 0 3 

0 0 0 0 0 0 0 0 0 4 

0 0 0 0 0 0 0 0 0 5 

0 0 0 0 0 0 0 0 0 6 

0 0 0 0 0 0 0 0 0 th 

0 0 0 0 0 0 0 0 0 8 

0 0 0 0 0 0 0 0 9 

0 0 0 000212 0 0 004064 004965 006816 10 

0 0 0 0 0 0 0 0 0 if 

0 0 0 0 0 0 0 0 .007054 12 

0 0 0 0 0 0 0 0 0 13 

000668 0 0 0 0 0 0 0 0 14 

0 0 0 0 0 0 0 0 0 15 

0 0 0 0 0 0 0 0 0 16 

00026 000211 0 0 000849 .000244 004341 000693 .000860 000640 pt) 

0 0 0 0 0 0 0 000035 0 18 

0 0 0 001810 0 .001098 000099 000865 0 19 

001785 0 002692 003932 008197 004446 .000729 .002300 001744 20 

0 0 0 0 .000103 0 0 .000090 0 o| 

15258 334872 359494 146302 458258 314567 .090010 196838 134838 163725 22 

13170 002445 001439 000115 000134 0 004132 021295 031278 053258 23 

12165 041808 001556 014092 006434 019051 .009833 019279 019444 012693 24 

0 0 .000516 0 0 0 071028 0 0 25 

00026 0 000566 0 001106 0 000052 000077 0 0 26 

04897 .009058 .004009 224494 000424 000357 102563 .008731 069761 007331 27 

12964 001539 012876 066965 022675 175555 .003609 017857 .003400 000234 28 

001099 0 0 001273 000131 005544 .002286 .001210 014171 29 

59175 002929 171234 .013290 .000737 006047 012918 028946 174140 007746 30 

0 0 008535 0 0 003556 025341 012609 0 31 

043022 0 0 0 0 0 021538 022219 .007698 32, 

.000325 .010258 0 0 0 0 001679 0 000282 33 

003632 0 0 0 0 0 .000005 0 0 34 

0 0 0 002871 0 034310 009712 004690 0 35 

003571 0 0 000179 0 0 001382 000165 .000012 36 

04046 002524 0 0 0 .002836 .002301 .000185 0 003126 37 

001222 0 003265 000156 0 0 0 .000490 005716 38 

00490 0 .000778 .000401 013951 .000038 001621 001364 .003590 .000596 39 

02191 019110 .000330 0 005462 .002601 .000052 .000680 000095 000794 40 

00129 002612 .000024 000172 .000022 .000009 .000994 .000090 .000280 004488 41 

0 0 0 0 0 0 .000068 .000065 0 42 

00026 0 0 0 008232 0 .003086 000045 0 0 43 

06521 011151 002523 001547 002055 003352 002092 003335 003885 006256 44 

41340 026955 013183 023887 023513 .022798 025209 023365 041648 035251 45 

11211 .016190 003113 .002062 003943 005756 .004707 .003600 004025 009035 46 

18866 024651 017074 026179 030740 017868 038860 031727 034733 015114 47 

30180 034430 038369 067251 025724 034074 .080073 051708 .036088 038599 48 

61856 073152 028747 100934 067489 051999 155492 057464 068726 144764 49 

48376 .230061 318508 236409 187443 .224991 338075 .286848 248661 295047 50 

19021 110923 015848 060892 130353 109397 .070973 107471 074651 155947 51 

00000 1.000000 1.000000 1.000000 1.000000 1.000000 1.000000 1.000000 1.000000 1.000000 52 


i 5555585858585 00000 
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Table II — Direct Requirements Table, Niagara Region, 1967 — Continued 
(Producers’ Prices in Dollars) 


Z oe ; : Saf =3 ass 2 535 20S § 
> For the composition of inputs to an industry, Es 2 s e gee : 282 z ge 2 a 
77) [ w= 2 Be boa sora as = we 
g read the column for that industry. 3 25 36 325 g.8S 33 Z2 223 a 
£ 6 am Q< Oso O08 &mua OOR0a OF 
Industry 58 34 35 36 37 
1 Agriculture, Forestry and Fishing .000037 0 .000034 AO) .000018 0 
2 Mining .000049 .000016 .000011 .000098 .036031 .00 
3. Meat and Poultry 0 0 0 0 0 0 
4 Dairy Products 0 0 0 .0 .003637 0 
5 Fruit and Vegetable Products nO) AO) 0) AO) nO) a0) 
6 Grain Mills 0) 0 0 AO) 0 0 
7 Biscuits and Bakeries 0 0 0 m0) ne) 0 
8 Other Food Industries 0 0 0 m0) 002017 0 
9 Soft Drinks, Wineries, Distilleries, Breweries 
and Tobacco Products 0 .O .O 0 nO) 0 
10 Rubber Products .007047 .001334 0 .010496 0 0 
11 Leather and Leather Products 0 0) 0 .O nO) 0 
12 Cotton, Wool and Synthetic Textile Mills .000061 .000570 .000467 .000928 AO) 00 
13. Other Primary Textile Mills .000012 0 0 A0) m0) 0 
14 Other Textile Industries .000025 0 nO) .000683 0 .00 
15 Knitting Mills 0 0 AO) 0 nO) 0 
16 Clothing Industries nO) 0 0 AO) .0 0 
17. Wood Industries .000332 .O 000763 .001001 .001513 .00 
18 Furniture and Fixtures nO) @M . .O 1@) AO) 0) 
19 Pulp and Paper Mills .000037 .000065 .000023 .000024 .045305 .0C 
20 Paper Products .000184 .020846 .003392 .004369 .012136 01 
21 + Printing and Publishing 0) 0 0 .000049 ne) OC 
22 _ Iron and Steel Mills .128079 .168313 083264 001245 . .007077 OC 
23 ~~ Iron Foundries .010245 0) .009560 .002514 .O OC 
24 Other Primary Metals Industries .008425 .010106 .006100 024483 .000054 OC 
25 ~Fabricated and Structural Metal .0005 17 AO) AO) 0) 0) 0. 
26 Ornamental and Architectural Metal 0 0 0 AO) Ao) 0 
27 Metal Stamping, Pressing and Coating .000799 .000358 .000797 .001196 .000792 .0( 
28 Wire and Wire Products .0005 17 .049600 OS 277 .008495 .009129 OC 
29 Hardware, Tool and Cutlery .000726 0 .000432 0 .032610 0 
30 Other Metal Fabricating Industries 059587 .0 .036465 .011180 .001296 OC 
31 Miscellaneous Machinery .041410 .019625 ne) 0 0 0 
32 Motor Vehicle Parts and Accessories .013676 0 .00248 1 AO) AO) 0 
33. Other Transportation Equipment .188048 0 0 .019674 {0 0 
34 ~—_ Electrical Appliances .000627 005875 AO) ne) 0 0 
35. _—_—_ Electrical Industrial Equipment .000037 nL2Z7565 .001036 023653 ne) 0 
36 Communication and Other Electrical Equipment 001587 .003043 0 254522 0 0! 
37 Gypsum, Concrete, Stone and Clay Products .000012 .001009 AO) .001001 .016332 Oi 
38 Other Non-metallic Mineral Products .000775 .000212 .004245 .025045 .015360 al 
39 ~=Paint and Varnish .002669 .014125 .000512 .000171 .000198 0 
40 Industrial Chemicals, Soap and Toilet Products .000307 .006021 .000273 015647 .007779 0 
41 Other Chemical Industries, Petroleum and Coal Products .000529 .001513 .000262 .000732 .000558 0. 
42 Scientific and Professional Equipment .000283 .000700 .000068 AO) 0 0 
43 Miscellaneous Manufacturing Industries .000025 0 .000080 ne) .000072 0 
44 Construction, Maintenance and Repair .004501 .001888 .002037 .001904 005438 0). 
45 Transportation, Storage and Trade .032788 029682 .023468 .022628 .056901 0 
46 Utilities .003985 .002913 .005338 .001953 .008139 0 | 
47 Communications and Other Services 023552 .034906 .035748 .046232 .036067 0; 
48 Unallocated Sector 025495 .054303 .046230 .037787 .072891 0: 
49 Imports .069549 .132024 .079008 081798 .198001 lL} 
50 Wages and Salaries .271680 215456 329358 .263065 245251 3! 
51 Other Value Added .101785 .097932 882, .137428 .185397 ue 
t 


52 = Total 1.000000 1.000000 1.000000 1.000000 0.000000 1.0! 


Note: Figures may not add to total due to rounding. 


31 


‘ cn ote 3 s 
ec] SIC) Be S 1 ” ieee = o +4 bh a 
2s SESS ye2508 § SS SozHB Bae oa ae = Ego. =5 3 
a weseo seco 8eee 2asts gE ay R55 = gSz5 gs 3 
i SOnee oOOos8§nsa  A88an SSsis Oves Faas =) O88 De i= 
te eee Se eee es A ON 8  . 
39 40 41 42 43 44 45 46 47 48 
I ee 
.000048 .000019 0 .000481 001485 018627 0 003697 003322 1 
1123 .002753 016349 0 014379 008351 .000066 .000104 .000013 0 2 
.004772 0 0 .000085 0 .000170 0 004826 .003381 3 
.000022 0 0 0 0 000377 0 006523 .003787 4 
.000026 0 0 0 0 0 0 002935 001892 5 
.000017 0 0 0 0 .000426 0 .000625 .000353 6 
0 0 0 0 0 0 0 002656 001483 7 
0719 046819 003266 0 000113 0 .000048 0 001278 001061 8 
0 0 0 0 0 0 0 .000850 001601 9 
0919 .000542 0 .001667 031645 .003138 .002264 0 .000125 021971 10 
.000302 0 .000834 000764 000013 .000010 0 .000098 001033. 11 
0 0 001251 002689 000113 001098 0 001353 000203 12 
0 0 .000417 001217 001358 .000693 0 000204 00005013 
0 0 0 000085 ,000697 000442 0 000593 002722 14 
0 0 .000417 .000708 0 0 0 0 0 15 
0 0 0 000226 0 000354 0 .000020 000272 16 
.000004 .000634 .000417 .002378 015093 .000063 0 000862 000003. —s-:17 
0 0 005002 000085 .000766 .000015 0 .000024 0 18 
023274 0 010004 005463 003211 001563 0 .000679 002694 19 
2347 032927 033274 004168 016530 005355 005596 0 .000704 013948 20 
.000035 .001018 0 001415 0 .000508 000163 .000510 09043321 
071312 .096980 020008 028277 013835 000415 0 .000010 000524 22 
0 0 .000834 .000736 006937 .000025 0 0 000056 ~—-_23 
003566 0 020842 029353 016318 .000100 0 000112 001083 =. 24 
0 0 003752 0 .022390 .000023 0 0 0 25 
0 0 0 0 .012075 0 0 0 0 26 
0518 016038 .000423 025844 .010077 010839 000731 . 0 0 0 Dal 
0 0 001667 007812 006529 000229 0 000193 019983 28 
0 0 .000417 002236 003435 .000053 0 .000014 010705 29 
000192 0 012922 003538 047133 001175 0 000017 067644 30 
0 0 .000834 .000509 001886 .000487 000934 000575 002304 31 
0 0 0 000226 001056 002085 0 0 026489 32 
0 002113 0 000142 0 002811 0 0 000359 33 
0 0 0 001019 .001110 0 0 0 000556 34 
0 0 001667 .000991 005526 .000009 0 0 004867 35 
.000026 0 169654 000453 006130 000333 0 .000050 006106 36 
001543 0 0 001274 041407 .000038 0 000103 000084 37 
2552 004326 003746 022926 002972 005155 .000069 0 .000158 003921 38 
7353 000961 001518 .000834 001019 002623 .000009 0 .000497 007402 39 
1278 153707 425325 006669 006312 001951 .000323 000245 002486 025065 40 
7046 036642 047164 005836 049138 .000879 000445 .000074 000397 00118341 
0 0 006669 0 .000102 .000009 0 000168 001133 42 
.002006 0 002918 038184 002517 000581 0 000654 015803 43 
2143 005515 006205 002501 002576 000457 014417 038605 046407 0 44 
0721 033106 029432 019591 021427 070478 .038187 007982 008648 189021 45 
2858 029693 006820 002084 004557 .000499 006636 175507 002577 0 46 
4091 032875 016118 038766 045911 046374 075723 046106 097116 235289 47 
7263 075726 039864 078783 101277 .006207 063103 016720 040749 0 48 
2366 .086467 171655 140892 143650 147398 067122 020685 032285 230213 49 
4834 £27383 088258 335973 340145 367261 425176 265295 229390 0 50 
1872 207374 009817 052939 077925 111908 267367 427580 508820 0 51 
VX ——————— ed 
0000 1.000000 1.000000 1.000000 1.000000 1.000000 1.000000 1.000000 1.000000 1.000000 52 
cee ea ee een ee eer ee Sen ene 
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Table III — Total Requirements Table, Niagara Region, 1967 


Industry No. 


OMAN NARWNeE 


49 


(Dollars) 

Each entry represents the output required, from the o 0 - 
industry named at the beginning of the row for each dollar 25 a. tS a - ERs Z 
of delivery to final demand by the industry named at the Pras & <= Ps =o 3 
head of the column. Doe & 2 ia 2 Zoe 

<a = =o ee ne 
Industry 1 2 3 4 > 
Agriculture, Forestry and Fishing 1.205444 .004900 .739859 .690472 .270382 61 
Mining .001638 1.002837 .001318 .001135 .001093 .00 
Meat and Poultry .004740 .001049 1.064003 .003193 .023650 02. 
Dairy Products .001496 .001214 .001316 1.036368 .005367 .00: 
Fruit and Vegetable Products .004131 .000821 .023578 .005824 1.102613 OL 
Grain Mills .175694 .000962 .108756 .100853 .047357 1.09: 
Biscuits and Bakeries .000474 .000450 .000428 .000510 .000564 001 
Other Food Industries .009690 .000913 .009880 .007983 018568 03; 
Soft Drinks, Wineries, Distilleries, Breweries 
and Tobacco Products .000288 .000312 .000306 .000302 .001639 001 
Rubber Products .010751 .004035 .007578 .007460 005319 .00' 
Leather and Leather Products .000080 .000140 .000089 .000101 .000138 001 
Cotton, Wool and Synthetic Textile Mills .001929 .000946 .001486 .001498 .001393 .00. 
Other Primary Textile Mills .006261 .000195 .003905 .00365 1 .001549 .00. 
Other Textile Industries .001126 .000519 .000838 .000836 .000694 .00. 
Knitting Mills .000009 .000004 .000007 .000007 .000007 .00! 
Clothing Industries .000055 .000063 .000058 .000055 .000069 00! 
Wood Industries .003828 .000891 .002520 .002334 .001420 .00: 
Furniture and Fixtures .000115 .000049 .000079 .000074 .000048 00! 
Pulp and Paper Mills .009618 .006243 .016534 020571 .030033 02) 
Paper Products 011141 .003723 10232511 .032763 .044207 03) 
Printing and Publishing .004489 .010978 .008308 .006987 019588 .00: 
Iron and Steel Mills 023824 .037203 024329 .016962 .059080 01 
Iron Foundries 001567 .004308 .001234 .001156 .001593 00 
Other Primary Metals Industries .002533 .004259 .002176 .001909 .003361 00 
Fabricated and Structural Metal .001796 .007151 .001385 .001405 .001193 00 
Ornamental and Architectural Metal .003335 .000437 .002110 .001973 .000958 .00. 
Metal Stamping, Pressing and Coating .004157 .002524 .015331 .003353 .089874 .00) 
Wire and Wire Products .006659 .005588 .005368 .005146 .006879 00: 
Hardware, Tool and Cutlery .000984 .002236 .001024 .001134 .001707 00, 
Other Metal Fabricating Industries OM 2 52 .089908 .010203 .010706 .010960 O01: 
Miscellaneous Machinery .018811 .002942 .011747 OMMOS HT .004796 00 
Motor Vehicle Parts and Accessories .002274 .029532 .002425 .002679 .003614 .00) 
Other Transportation Equipment .001055 .000658 .000838 .000744 .000600 .00; 
Electrical Appliances .000102 .000130 .00009 1 .000096 .000110 00: 
Electrical Industrial Equipment .000744 .001773 .000723 .000750 .001123 00’ 
Communication and Other Electrical Equipment .001394 .001502 .001194 001257 001432 .003 
Gypsum, Concrete, Stone and Clay Products .002388 .006485 .002013 .002134 .006405 OC? 
Other Non-metallic Mineral Products .001554 .001373 .002556 .005346 .062748 003 
Paint and Varnish .000839 .001256 .000990 .000892 .002325 .0C) 
Industrial Chemicals, Soap and Toilet Products .046399 .009671 .035439 .031936 025542 024 
Other Chemical Industries, Petroleum and Coal Products 056245 .006256 .041470 .033588 .016048 023 
Scientific and Professional Equipment .000084 .000163 .000095 .000109 000152 OCI 
Miscellaneous Manufacturing Industries .001305 .002161 .001540 .001635 .002929 003 
Construction, Maintenance and Repair 041140 034041 029311 028641 .018361 07 
Transportation, Storage and Trade .095319 .075458 .098883 .080866 .094267 144 
Utilities .017479 .037412 .016416 017911 .017731 012 
Communications and Other Services .147903 .103586 .115907 .122342 .109894 8 
Unallocated Sector .044087 .114505 .058500 .070319 .107407 052 
Total 1.989226 1.623762 2.497392 2.379005 2.226788 2.318 


Note: Figures may not add to total due to rounding. 
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uo) 7 a cS ro) LS ° 
| ox 4 .622 rs n n Zz 
ag He 6 Sees ge sag g Be Be 2 2 ae 
55 53 ASSESS os S43 Osean a SiS Kae =e 33 2 
3 £3 £82038 $3 gaze SSe3= S855 233 aa os 3 
maf oe ASOM Ga wo Ada OF SHE OnRS Ons VP 0.8 A 
a 8 9 10 11 2 113} 14 tS 16 
4381 524211 .138663 .008596 .009575 .005402 .004632 .005692 .005102 .00429 1 1 
10895 .001107 .000859 .001095 .000677 .000426 .000409 .000980 .000409 .000654 m4 
3833 .015193 .001735 .001799 .007662 .000798 .000796 .001111 .000970 .000778 3 
3816 .003897 .001269 .000883 .001027 .000617 .000688 .000987 .000885 .000777 4 
12432 92295) .005929 .002290 .001101 .001365 .000857 .001221 .001095 .000852 5 
11773 .123789 .021184 .001848 .001679 .001152 .000929 .001201 .001053 .000873 6 
10694 .000471 .000507 .000335 .000407 .000237 .000285 .000S95 .000357 .000307 Z/ 
11449 1.046562 .018060 .009820 .002201 .005630 .002631 .003578 .003335 .002342 8 
0655 .007254 1.124875 .000285 .000283 .000191 .000186 .000289 .000230 .000199 9 
3815 .006488 .004734 1.145408 alia aes .002030 .010690 .006442 .002760 .002550 10 
10114 .000111 .000156 .000158 1.040939 .000083 .000087 .000143 .000101 .000211 11 
11049 .001404 .001295 .043333 .042883 1.455976 .142729 .088830 435880 .389270 72 
)0957 .002825 .000874 .001399 .000983 .024969 1.040214 .037396 .057951 .025778 13} 
10932 .000885 .000630 .002889 .000831 .005509 .036135 1.147287 .014255 .008504 14 
0005 .000007 .000006 .000122 .000134 .004053 .000860 .000267 1.028370 .001100 15 
10063 .000063 .000069 .000058 .0009 13 .000064 .000244 .006382 .000122 1.000089 16 
0790 ~~ ~=.001890 .000838 .000430 .000681 .000802 .000328 .000429 .000456 .000418 17 
1003 1 .000061 .000033 .000019 .000025 .000027 .000017 .000019 .000020 .000018 18 
18495 .038016 .038201 .016093 .025212 .017451 .020506 .092220 .018271 .020507 19 
14224 .036732 .051954 .012658 .019292 .010547 .025732 .168862 .021344 .014621 20 
5617 .012390 .014447 .008074 .016102 .005679 .007143 .010696 .007764 .006670 2M 
S851 .024136 .021210 .034411 .012325 .010895 .008138 .016298 .009079 .008296 2D, 
10748 .001151 .001148 .001448 .000709 .000464 .000432 .000750 .000468 .000423 23 
11416 .002104 .007241 .003046 .001835 .001133 .000934 .001766 .001078 .001145 24 
10900 .001264 .001134 .002659 .000979 .000601 .000625 .000835 .000646 .000559 25 
10543 .001537 .000522 .000137 .000126 .000141 .000135 ~ 000124 .000131 .000106 26 
11334 .018637 .015125 .004719 .002223 .001352 .001300 .003320 .001344 .001034 2 
)3509 .005131 .004742 .011459 .004984 .002696 .002063 .003525 .002429 .002237 28 
1172 .001237 .001791 .002670 .006882 .000812 .001229 .014791 .001063 .0009 16 29 
)8273 .010327 .011286 .034617 .011171 .005159 .005594 .008993 .006020 .005398 30 
12902 .008539 .002840 .001350 .000843 .000723 .000511 .000841 .000608 .000544 31 
)2855 .002904 .004214 .003268 .003284 .001847 .002013 .003317 .002231 .002024 32 
)0527 .000721 .000510 .000378 .000370 .000240 .000357 .001101 .000301 .000312 33 
)0083 .000096 .000130 .000473 .000489 .013402 .001435 .003299 .004082 .003645 34 
)0703 .000801 .000981 .000984 .001012 .002153 .000662 .001626 .001043 .000933 35 
)1019 .001242 .001497 .000925 .001041 .000683 .000678 .001065 .000758 .000678 36 
)1743 .002640 .006323 .002117 .000977 .000875 .000885 .001941 .000866 .000726 3h) 
8114 .013039 .069883 .002061 .001264 .000930 .000961 .002458 .001004 .000901 38 
)1010 .001153 .001367 .002699 .002613 .000778 .000650 .001124 .000757 .000682 39 
24242 .033592 .024043 .189701 .031167 .044370 .039604 .048753 .040926 .022342 40 
21515 .031451 .015157 .011457 .007100 .002679 .004019 .02608 1 .003129 .012614 41 
0124 .000119 .000168 .000114 .000141 .000088 .000086 .000142 .000102 .000091 42 
)1873 .001906 .002573 .001953 .019376 .001201 .001402 .004733 .003492 AOI2S)7/ 43 
13810 .023507 .014692 .008877 .008177 .010423 .010072 .008648 .009682 .007738 44 
1052 .094299 .080791 .050507 .067508 .047276 .074274 .067189 .060245 .059246 45 
)8028 .015953 015859 .017818 .009884 .018874 .012278 .013309 .014184 .010656 46 
99189 .109896 .093008 073297 .085203 .051570 .059056 .076520 .083653 .072654 47 
36609 .O80011 126451 .082566 .103563 .057688 .062056 .106099 .070636 .063204 48 
25162 2.503044 1.951004 1.803307 1.670027 1.822061 1.587549 1.993274 1.920686 1.771169 49 
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Table III — Total Requirements Table, Niagara Region, 1967 — Continued 


(Dollars) 
7 Each entry represents the output required, from the P , : 3 E bo 
> industry named at the beginning of the row for each dollar 2 She a Zé be 3 
3 of delivery to final demand by the industry named at the 8 =e ai ee 33 : 
3 head of the column. se sz sf sc ‘25 9 
R= R= a a A, AL 07-0 4 
Industry Vf 18 19 20 21 2 
1 Agriculture, Forestry and Fishing .004209 .003794 .011068 .009187 .005568 .003 
2 Mining .000431 .000926 .002230 .002183 .000641 .003 
3. Meat and Poultry .000553 .000673 .001308 .001503 .001121 .000 
4 Dairy Products .000612 .000725 .000836 .001065 .001051 .000 
5 Fruit and Vegetable Products .000510 .000612 .003081 .002400 .001321 .000 
6 Grain Mills .000793 .000743 .002511 .002178 .001190 .000 
7 Biscuits and Bakeries .000222 .000273 .000331 .001806 .000424 .000 
8 Other Food Industries .001048 .001231 .014448 .009182 .004066 .001 
9 Soft Drinks, Wineries, Distilleries, Breweries 
and Tobacco Products .000147 .000181 .000293 .000307 .000275 .000 
10 Rubber Products .001977 .003156 .002416 .002892 .002571 .002 
11. Leather and Leather Products .000069 .000081 .000119 .000142 .000116 .000 
12 Cotton, Wool and Synthetic Textile Mills .000927 .005322 .000737 .006531 .000648 .000 
13. Other Primary Textile Mills .000166 .000276 .000368 .000828 .000171 .000 
14 Other Textile Industries .000267 .000322 .000356 .000453 .000382 .000 
15 Knitting Mills .000008 .000017 .000003 .000022 .000003 .000 
16 Clothing Industries .000055 .000045 .000052 .000058 .000045 .000 
17. Wood Industries 1.023218 .093126 .000464 .000493 .000343 .004 
18 Furniture and Fixtures .020701 1.007443 .000023 .000025 .000020 .000 
19 Pulp and Paper Mills 054555 .014175 1.486241 535821 257953 .006 
20 Paper Products .004483 .007760 .034767 1.036669 .023988 .002 
21 ‘Printing and Publishing .004793 .006049 .007330 .011408 1.054813 .006 
22 ‘Iron and Steel Mills .012327 .168783 .014724 .020156 .010750 1.129 
23 Iron Foundries .000692 .007988 .000613 .000728 .000531 012 
24 Other Primary Metals Industries .001800 .010801 .001425 .002821 .001148 028 
25‘ Fabricated and Structural Metal .000702 .009569 .000761 .000865 .000724 .000 
26 Ornamental and Architectural Metal .000112 .000303 .000185 .000194 .000141 006. 
27 Metal Stamping, Pressing and Coating .007230 .158820 .004191 .004954 .005168 002 
28 Wire and Wire Products .004390 .018709 .002465 .002988 .002620 .002: 
29 Hardware, Tool and Cutlery .009832 .016265 .001178 .001466 .001090 001 
30 Other Metal Fabricating Industries .007400 .132066 .006685 .007820 .006992 008 
31 Miscellaneous Machinery .002350 .085418 .000697 .000729 .000597 .00(' 
32 Motor Vehicle Parts and Accessories .001897 .007095 .002452 .002913 .002594 002: 
33 Other Transportation Equipment .003670 .001010 .000371 .000458 .000265 00: 
34 _—_ Electrical Appliances .000062 .000137 .000071 .000141 .000071 006 
35 __ Electrical Industrial Equipment .000755 .003093 .000586 .000697 .000623 006° 
36 Communication and Other Electrical Equipment .000616 .001045 .000836 .000970 .000938 00° 
37 Gypsum, Concrete, Stone and Clay Products .002406 .003347 .007532 .007845 .001949 01% 
38 Other Non-metallic Mineral Products .022706 .006615 .013357 .009444 .003049 00°: 
39 Paint and Varnish .002282 009114 .000920 .001050 .000882 00(' 
40 Industrial Chemicals, Soap and Toilet Products .009400 .014109 .093270 .106782 042516 OL! 
41 Other Chemical Industries, Petroleum and Coal Products .001833 .007685 .005837 .030925 .003071 00:5 
42 Scientific and Professional Equipment .000070 .000100 .000101 .000123 .000457 0015 
43 Miscellaneous Manufacturing Industries .007925 .003219 .001682 .004528 .001770 00 : 
44 Construction, Maintenance and Repair .007688 .008297 .012664 O37 a2 .010010 00" 
45 Transportation, Storage and Trade .103939 .- .069104 .078499 .080686 .048521 04) 
46 Utilities 012519 .011016 .062703 .034541 Ol7252 02'S 
47 Communications and Other Services .053563 .064262 .064826 .089612 .099996 04.5 
48 Unallocated Sector .049253 .061787 .074580 .088370 .084135 078 
49 Total 1.447164 2.026688 2.022195 2.140672 1.704570 1.46 | 


Note: Figures may not add to total due to rounding. 
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= for) = me fo) 
é o 2 3 a3 3S Be o 58 p an Zz 
: woe 208 3. #22, 288 a3 See 285 488 eae 2 
g§ SESS bu Bs eyes $82~ 223 tsa 253 335 Ze¢3 3 
2° sess Sas iS fel See Sie So5 3S = 2S So 30 us} 
=i9 Ones Lene Os2e ZAUE S30 IeO Onm.S = SF aract & 
23 24 25 26 27 28 mod 30 31 32 
ee 
3961 004419 003539 004530 .004079 .003709 004427 .004050 .004610 003445 1 
9574 001800 001630 001163 001789 001545 .000961 .001803 001646 003358 2 
0702 .000865 .000744 .000951 .000794 000722 .000975 .000853 .000872 .000614 3 
0801 .000836 .000838 001061 .000831 .000802 001105 .000962 .000986 .000677 4 
0578 .000818 .000608 .000783 000758 .000612 .000790 000693 .000726 000523 5 
0761 .000882 .000697 .000895 000817 .000728 .000880 .000799 .000898 .000666 6 
0285 .000304 .000307 .000399 .000308 .000301 .000418 .000358 .000367 000245— 57 
0886 .002067 .000876 001140 001742 001047 001041 .000957 .001090 .000924 8 
0201 .000217 000225 .000287 .000209 .000209 .000293 .000250 .000242 .000178 9 
3141 002813 .003570 003486 .002738 002418 .003489 .008017 009484 .010037 10 
0092 .000102 .000105 .000135 .000099 .000098 .000137 000113 .000105 .000084 11 
0561 .001055 .000552 .000655 000552 .000531 .000679 .000993 001141 011103 12 
0140 .000177 000117 000149 000136 .000128 .000148 .000143 .000169 .000305 13 
0354 001164 .000381 000483 .000341 .000371 .000477 .000437 .000429 .000373 14 
0003 .000004 .000003 .000005 .000009 .000003 .000006 .000004 .000005 000032 15 
0051 .000052 .000046 .000060 .000046 .000047 .000058 .000052 .000057 .000045 16 
1799 002183 .002083 .001701 003058 002167 005530 002224 002450 001838 17 
0051 000063 .000053 .000047 .000073 .000056 000124 000059 .000100 000050 = 18 
5463 .007966 005731 009243 010857 010931 010779 006345 008420 005937 19 
2934 005995 .003064 007911 007486 013065 .008601 004148 .006042 004733 20 
7079 .007318 .008288 010545 006836 .007711 .010570 008815 .008043 006521 21 
0032 420438 473803 332625 536495 446991 .180442 311680 278103 2253368, 522 
1745 010287 011614 005134 006582 005684 .007600 028902 041252 057310 = 23 
5996 1.056052 018551 027675 021641 036132 017302 031514 033492 020372 24 
2841 001336 1.013722 002604 000823 001354 .002060 075661 014485 002014 —- 25 
0244 000268 .000733 1.000389 001245 000153 000300 ~~ .000291 .000279 000178 26 
8326 .012036 .007849 Danae, 1.003298 002289 105198 013629 075157 010636 27 
0235 005273 022868 091299 030268 1.215733 013275 028153 013909 003540 28 
1746 003154 001833 001924 .002500 001560 1.007357 004184 003427 015574 29 
6177 012549 189839 026229 008420 015491 025962 1.061551 199765 024381 30 
4934 000844 005815 .009796 .000600 .000777 .004770 027810 1.018363 001039 ~—- 31 
7021 048323 007721 005117 003219 .004209 004624 027748 031056 1.011248 32 
0881 .000912 013484 000437 .000326 .000356 .000414 003521 001004 000738 33 
0125 .003937 .000144 000185 .000146 .000196 000149 .000198 000198 000231 34 
2308 .001397 002492 001672 003512 000714 035821 011247 .007601 001261 35 
1290 .006057 001443 001385 001216 001110 001261 003143 001723 000947 36 
9913 009613 .006991 005611 007844 010167 .005473 005314 .004860 007648 37 
1141 003252 001212 .005071 001539 001281 001457 001405 001929 007592 38 
1577 .001020 002013 004703 015074 .000809 004224 002712 005932 001493 39 
1327 034895 010646 013226 021846 014114 011096 011418 012360 012169 40 
2005 .006015 .002051 002503 003485 002332 .003034 .002092 .002490 006458 41 
0112 .000107 .000131 000147 .000098 .000106 000151 .000199 000195 000092 42 
1499 .001610 001657 003949 009961 001511 .006160 .001869 002229 001419 43 
4509 019765 010237 .009944 .009937 011250 009545 011475 013093 012509 44 
7724 064444 053989 069333 059378 .062033 062895 062677 083299 065042 45 
5433 033851 017689 014822 019973 021410 013316 015510 016383 019999 46 
4646 068818 065529 084530 072553 062461 091406 081087 088963 OS1775) “42 
3660 .076020 086549 109893 .070814 078772 110201 091903 082539 067814 48 


6864 1.943372 2.064065 2.103103 1.956351 2.046196 1.776980 1.958969 2.081967 1.680505 49 
ean net esd IRR Need Tha APA RD SAS EES ee ee ee a ae 
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Table III — Total Requirements Table, Niagara Region, 1967 — Continued 
(Dollars) 


g Each entry represents the output required, from the g = Sess eee Me ee ae 8 
> industry named at the beginning of the row for each dollar &S & S¢ gs 2 g 28 2 die s 24 
z of delivery to final demand by the industry named at the 8 3S = ES 5 ES 2 5° 5S 25 2 3 Ba 
= ose § 
By cee es 6 8g n< mac S8sad Sse SE 
Industry 53 34 35 36 Bi : 
err ah Sree cee ea De 
1 Agriculture, Forestry and Fishing .003861 .004878 .003202 .004880 .009101 .00! 
2 Mining .001139 .001068 .000674 .000812 AS77257) .00- 
3. Meat and Poultry .000694 .000980 .000682 .001073 .001040 00. 
4 Dairy Products .000781 .001028 .000785 .001078 .004891 .00. 
5 Fruit and Vegetable Products .000578 .000913 .000541 .000981 .001339 00. 
6 Grain Mills .000745 .000982 .00063 1 .000993 .001709 .00 
7 Biscuits and Bakeries .000287 .000411 .000299 .000411 .000411 00 
8 Other Food Industries .000888 .001950 .000635 .002190 .004107 .00: 

9 Soft Drinks, Wineries, Distilleries, Breweries 

and Tobacco Products .000191 .000269 .000196 .000256 .000297 .00! 
10 Rubber Products 012891 .004605 .002270 .018826 .003173 .00: 
11 Leather and Leather Products .000083 .000122 .000085 .000107 .000129 001 
12 Cotton, Wool and Synthetic Textile Mills .001209 .001706 .001181 .003265 .000784 .00. 
13. Other Primary Textile Mills .000165 .000175 .000118 .000227 .000207 001 
14 Other Textile Industries .000390 .000443 .000319 .001493 .000462 00! 
15 Knitting Mills .000005 .000007 .000004 .000010 .000004 006 
16 Clothing Industries .000047 .000055 .000039 .000053 .000066 001 
17 Wood Industries .001682 .001310 .001549 .001937 .002203 .00 
18 Furniture and Fixtures .00005 1 .000042 .000041 .000052 .000060 .00! 
19 Pulp and Paper Mills .004803 .017972 .005997 .009790 .081056 02. 
20 Paper Products .003033 .026292 .006253 .010697 .018357 02 
21 ~=Printing and Publishing .006296 .009176 .006622 .007531 .009885 OU 
22 Iron and Steel Mills .233060 247685 .139679 045888 .028037 .02 
23. ~Jron Foundries .020427 .005416 .012635 .005766 .001200 .00 
24 Other Primary Metals Industries .020730 .020547 .012625 .037534 .002394 OC 
25 _‘~ Fabricated and Structural Metal .007762 .001499 .003486 .002197 .001281 .00 
26 Ornamental and Architectural Metal .000185 .000142 .000113 .000148 .000199 .00 
27 Metal Stamping, Pressing and Coating .007354 .004241 .002318 .003721 .005673 .00 
28 Wire and Wire Products .005660 .072107 .067147 .019059 .014822 00: 
29 Hardware, Tool and Cutlery .002478 .001499 .001552 .001345 034738 .00 
30 Other Metal Fabricating Industries .096263 .017878 .046540 .027316 .013606 01 
31 Miscellaneous Machinery 054511 .020901 .001524 .002472 .001022 0. 
32 Motor Vehicle Parts and Accessories 023135 .004792 .006067 .005025 .004272 00: 
33 Other Transportation Equipment 16232297) .000498 .000378 .032893 .000462 OC) 
34 ~— Electrical Appliances .0009 18 1.006067 .000107 .000248 .000092 OC! 
35. __—_ Electrical Industrial Equipment 001941 129457 1.001972 032593 .001964 00 
| 
36 Communication and Other Electrical Equipment .003761 .005402 .000889 1.342592 .001120 00 
37 Gypsum, Concrete, Stone and Clay Products .004074 .005395 .002944 .005606 1.019689 08 
38 Other Non-metallic Mineral Products .002232 .002383 .005666 .039870 .019644 1.141 
39 Paint and Varnish .004480 .015696 .001252 .001205 .001284 AVG 
40 Industrial Chemicals, Soap and Toilet Products 010551 .023907 .006822 .036385 021993 0. 
41 Other Chemical Industries, Petroleum and Coal Products .002428 .004811 .001542 .004185 .003346 0 
42 Scientific and Professional Equipment .000452 .000848 .000166 .000124 .000138 00) 
43 Miscellaneous Manufacturing Industries .001352 .001873 .001384 .001567 .002185 Av 
44 Construction, Maintenance and Repair .012690 .010002 .007951 .010603 013900 0% 
45 Transportation, Storage and Trade .072188 .069426 .048671 .059377 .093180 Oi 
46 Utilities .014734 .014230 .012507 011596 019188 0' 
47 Communications and Other Services .070075 088162 .070658 .106185 .087990 0 § 
48 Unallocated Sector 065345 .094855 .06883 1 .077123 .102388 wy 
49 Total 2.010901 1.944104 1.557546 1.979284 1.672345 1.81 


Note: Figures may not add to total due to rounding. 
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.060678 


.004052 
.004872 
.001100 
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027283 
.000452 
.001219 
.001525 
.000829 


.004629 
.000436 
.000948 


000258 
.005225 


.000111 
.002620 
.001050 
.000949 
.000009 


.000405 
.000647 
.000049 
.009598 
008555 


.007988 
.008804 
.000838 
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001162 


.000336 
.001793 
.002917 
.001139 
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.003801 
.000104 
.000696 


001377 
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.000942 
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.002620 
.000124 
.002120 
.022208 
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.116538 
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.002066 
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.018321 
.000689 
.006238 
.007935 
.004716 


.003995 
.003091 
.002381 


.001199 
.002079 


.000178 
.002594 
.0005 13 
.001037 
.000009 


.000054 
.001938 
.000110 
005465 
.003598 


.005782 
.007669 
.00079 1 
001731 
001734 


.000698 
.001788 
.002505 
000958 
.007368 


.001401 
.001834 
.000207 
.000124 
.000719 


.001068 
.002674 
.001398 
001201 
.007957 


.002122 
.000261 
.001874 
.053969 
028759 


005202 
1131582 
.053503 


1.393021 


Unallocated 


Sector 


48 


.023104 
.001116 
.005968 
.006466 
.004576 


.004642 
.002450 
.004923 


.002249 
.029084 


.001205 
.003506 
.000668 
.003775 
.000024 


.000401 
.001095 
.000058 
.042627 
.023336 


.100709 
051989 
.004534 
006924 
.006160 


.000327 
.005520 
.029173 
.012379 
.079892 


.005368 
.030994 
.001785 
.000701 
.006855 


.009507 
.002833 
.006837 
.008689 
050511 


.006983 
.001306 
018114 
021151 
.229330 


.010677 
SO Ss 
1.058767 


2.248219 


Industry No. 
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Sectoral Classification of the 1967 Niagara Region Input-Output Table — 
Industry Titles and Definitions on the Basis of the Standard Industrial Classification’ 


Industr 
ae nie Input-Output Industry Title Standard Industrial Classification Number 
1 Agriculture, Forestry and Fishing OLLETOTS. O15, 017-019, 021. 03175039; 
041, 045, 047 
2 Mining 051, 052, 053, 054, 055, 056, 057, 058, 
059, 061, 063, 065, 066, 071, 073, 077, 
079, 083, 087, 092, 094, 096, 098, 099 
3 Meat and Poultry 101, 103 
4 Dairy Products 105, 107 
5 Fruit and Vegetable Products 112 
6 Grain Mills 123, 1245125 
7 Biscuits and Bakeries 128, 129 
8 Other Food Industries iG, WS, Ws) SS), 1a 
9 Soft Drinks, Wineries, Distilleries, 
Breweries and Tobacco Products she, WAGE, Sy. AES TLS IL aby! 
10 Rubber Products 161, 163, 169 
ill Leather and Leather Products 7/2, WW NIB WIS: 
2 Cotton, Wool and 
Synthetic Textile Mills 183, 193, 197, 201 
13 Other Primary Textile Mills 2112122134214 215; 216, 216, 219 
14 Other Textile Industries DNs 2B, DY 
15 Knitting Mills Doe 39 
16 Clothing Industries 243, 244, 245, 246, 247, 248, 249 
14 Wood Industries 251, 2527254, 256; 258,259 
18 Furniture and Fixtures 261, 264, 266, 268 
19 Pulp and Paper Mills Pag | 
20 Paper Products DYfP2, AUS), DYE 
21 Printing and Publishing 286, 287, 288, 289 
22 Iron and Steel Mills 291 
23 Iron Foundries 294 
24 Other Primary Metal Industries 292, 295, 296, 297, 298 
DS Fabricated and Structural Metal 302 
26 Ornamental and Architectural Metal 303 
27 Metal Stamping, Pressing and Coating 304 
28 Wire and Wire Products 305 
29 Hardware, Tool and Cutlery 306 
30 Other Metal Fabricating Industries 301, 307, 308, 309, 315 
Bil Miscellaneous Machinery Sill, Bile, Silke 
32 Motor Vehicle Parts and Accessories 325 
33 Other Transportation Equipment Sil, SHS, SHAE, BAG, BHT, BVAS, BHO 
34 Electrical Appliances SI es ie 
35 Electrical Industrial Equipment 336 
36 Communication and 
Other Electrical Equipment Bye 2)3)5), Sieh 7/, Seis, Se. 
a7 Gypsum, Concrete, Stone and 
Clay Products 345, 347, 348, 351, 352, 353 
38 Other Non-metallic Mineral Products BY  Bvles eibvil Bisjs), SS, SIS7/, SSS. 
39 Paint and Varnish oH 
40 Industrial Chemicals, Soap 
and Toilet Products SIG, SIT SIRS, BIS: 


1Standard Industrial Classification based on 1960 code. 


oral Classification of the 1967 Niagara Region Input-Output Table — 
istry Titles and Definitions on the Basis of the Standard Industrial Classification! 
itinued) 


istry 
iber 


indard Industrial Classification based on 1960 code. 


Input-Output Industry Title 


Other Chemical Industries, 

Petroleum and Coal Products 
Scientific and Professional Equipment 
Miscellaneous Manufacturing 
Industries 

Construction, Maintenance and Repair 
Transportation, Storage and Trade 


Utilities 
Communications and Other Services 


Unallocated Sector 


Standard Industrial Classification Number 


365,309, 371,512,513, 374 

381 

382, 383, 384, 385, 393, 395, 397; 398, 
399 

404, 406, 409, 421 

602, 604, 606, 608, 611, 613, 614, 615, 
616, 617, 618, 619, 621, 622, 623, 624, 
625, 626, 627, 629, 631, 642, 647, 649, 
652, 654, 656, 658, 663, 665, 667, 669, 
673, 676, 678, 681, 691, 692, 693, 694, 
695, 696, 697, 699, 501, 502, 504, 505, 
506; 5075508;509,512,515,516)517; 
319 S24. 2) 


572, 574, 576, 579 

543, 544, 545, 548, 801, 803, 805, 807, 
809, 821, 823, 825, 827, 828, 842, 851, 
853, 859, 871, 872, 873, 874, 875, 876, 
877, 878, 879, 894, 896, 897, 702, 704, 
731, 735, 861, 862, 864, 866, 869, 737, 
831, 891, 893, 899 


Selected Economic Indicators 


Leading Indicators 


Average Weekly Hours Worked in Manufacturing, Ontario (Seasonally Adjusted) Hours, 
DO OC -40° 4 


New Orders in Manufacturing Industries, Canada (Seasonally Adjusted) $ Billior 
) 4.09 
4354 
3.04 


2.5% 


2.0 @ 


Building Permits Issued in Ontario, Non Residential Construction (Seasonally Adjusted) $ Million . 
200 | 
_160 4 


120 @ 


22. Trend Cycie 


Housing Starts in Centres of 10,000 Population and over, Ontario (Seasonally Adjusted at Annual Rates) 


Monthly 
Quarterly 


1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 [O71 


ading Indicators 


~ $ Billion — 
96 


11 21895 


new series 
constant (1961, 


___ Current Dollars 
_ Constant (1957) Dollars 


Dollars 
3:50 


VT 1898 


—S Sees 
ne 


1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1978 


Coincidental and Lagging Indicators 


Average Yield of 3-Month Treasury Bills, Canada (Last Wednesday of the Month, Not Seasonally Adjusted) Per Cent 
8.6 4 
ihe 4 
260 ‘ 
50m 
_4.0 1 


“3.0% 


Employment, Ontario (Seasonally Adjusted) 


Unemployment Rate, Ontario (Per Cent of Labour Force, Inverted Scale, Seasonally Adjusted) 


Index of Motor Vehicle Production, Canada (1961 = 100, Seasonally Adjusted) 
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The Ontario Economic Review is prepared 
and edited bimonthly in the Economic 
Analysis Branch of the Economic and 
Statistical Services Division, Department 

of Treasury and Economics. The review 
presents articles of interest as well as current 


information on economic activity in Ontario. 


Signed articles reflect the opinions of their 
authors and do not necessarily represent 
the views of the Department. 
Subscriptions can be obtained free of 
charge by writing the Editor, Ontario 
Economic Review, Department of 
Treasury and Economics, Frost Building, 
Queen’s Park, Toronto 182, Ontario. 


About the Review 

The Ontario Government is introducing a 
property tax credit plan that will relate the 
property tax burden borne by each taxpayer 
in Ontario to his particular ability to pay. 
Commencing with the 1972 taxation year, 
all individuals and families in Ontario will 
be able to deduct from their 1972 income tax 
liability an Ontario tax credit for property 
taxes paid. The Ontario tax credit will be 
fully refundable to taxfilers who pay no 
income tax and to those whose credit entitle- 
ment exceeds their personal income tax 
liability. Ontario’s property tax credit plan 
is estimated to cost the provincial treasury 
$160 million in the first year, or modestly 
more than the former basic shelter grant 
program. This plan will bring about a 
substantial redistribution of tax burdens in 
favour of low-income families and in- | 
dividuals, pensioners and farmers, at the 
expense of high-income taxpayers. As such, 
it represents the first step towards co- 
ordinated and comprehensive reform of the 
total federal-provincial-municipal tax 
burden bearing upon Ontario citizens. 

This article, based on Budget Paper B 
in the 1972 Annual Budget Statement of 
the Hon. W. Darcy McKeough, was pre- 
pared under the direction of Dr. T. M. 
Russell in the Taxation and Fiscal Policy 
Branch, Department of Treasury and 
Economics. 

In a short article on the 1972 British 
Budget, R. G. Holloway outlines recent U.K. 
measures to stimulate personal consumption 
and corporate investment. 


Indicator Charts, Pages 13-15 
Fluctuations in- aggregate economic activit 
— commonly used to define business cycle: 
do not necessarily correspond with fluctua 
tions in the individual activities which mal 
up the aggregate. Instead different indicat 
of economic activity may vary with respec 
to both their rates of growth and the timin 
of their peaks and troughs: some may 
grow more rapidly than others, some 
change direction sooner. | 
Those activities which tend to assume 
a direction in advance of the aggregate — 
because they relate to future rather than | 
present production — are referred toas 
leading indicators, and are widely used to 
anticipate the short-run future course of t' 
overall economy. The charts on pages 13- 
in the Ontario Economic Review present | 
a number of these leading indicators, as w 
as several which are coincidental to or 
lag behind the aggregate, to provide for 
the reader an opportunity to make 
such an evaluation. | 
While comparisons of the timing and | 
direction of general changes in the variou’ 
indicators can readily be made, great cart. 
must be exercised in making such a 
comparison of the amplitude of fluctuatic} 
Of the three vertical scales used —‘A’ | 
(arithmetic) and ‘L 1’ and ‘L 2’ (logaritl! 
scales with one and two cycles respective! 
over a given vertical distance) — only the 
logarithmic scales can be used to compar 
relative changes in different indicators. A! 
this applies only when all series being 
compared are on the same logarithmic 
scale. In such a situation all parallel lines 
represent equal rates of growth, the exacl 
rate of growth being determined by 
the slope of the line. 


he Ontario Economy 


TARIO BUDGET 1972 


itinuing economic expansion and a sub- 
tial improvement in the unemployment 
ation remain the crucial issues confront- 
the Ontario economy. It was with this in 
d that Mr. McKeough presented his 
md budget before Parliament on March 
He announced a fiscal program aimed at 
ulating the private sector and at the 
e time re-ordering priorities to meet so- 
needs. To achieve this objective the 
isurer introduced a budget containing 
spending controls, tax increases and a 
sit of $597 million. 
he Treasurer stated that the economy 
ired a fiscal boost combined with rea- 
ible ease in credit conditions. He out- 
1 his stabilization policy as aiming to 
itain the province’s fiscal policy on a 
ly course, while avoiding precipitous 
l actions that would bring about a re- 
to tight credit conditions. 
he 1972 budget contains the tightest 
aint on provincial spending in 19 years. 
I provincial expenditures will increase 
mly $216 million or 4.5 per cent in 
1-73. Mr. McKeough stated that tough 
rols on Ontario’s own spending were 
ired “in order to minimize its claim on 
economic resources of the Province”. 
holding increases in direct provincial 
ding to $26 million or 2.7 per cent, the 
incial government was able to increase 
‘ansfer payments to local governments 
institutions by $192 million. Included 
€ spending plan is $75 million in new 
to school boards, municipalities and 
n transit systems. The Treasurer noted 
this will help local authorities contain 
erty taxes in 1972. 
tal provincial expenditures are fore- 
at $5,051 million, compared with 
35 million for the past year. Mr. Mc- 
igh laid particular stress on cost control 
re-ordering provincial spending priori- 


vestments in educational facilities will 
down by $53 million; 


e Loans for public housing and the en- 
vironment will be up $29 million; 


e The Province will limit the growth of the 
Civil Service to about 660 jobs this year 
— a gain of less than one per cent; 

e Fees at universities and community col- 
leges will increase by $100 per year and 
new tuition fees will be established at 
teachers’ colleges and schools of nursing; 


e Many students will be helped by govern- 
ment loans and grants and the expanded 
summer program to hire 18,500 students. 


Overall financial support to municipalities 
and school boards will amount to almost $2 
billion in 1972-73. This means that the 
Ontario Government will finance over 50 
per cent of local government expenditures in 
the coming year. 

The severe controls on government spend- 
ing will leave room for private sector expan- 
sion in consumer spending and business in- 
vestment. Mr. McKeough said he expected 
gross provincial product to reach nearly $42 
billion in 1972. He forecast an increase of 
6.3 per cent in the volume of goods and 
services produced and price rises of 3.4 per 
cent. 

About 120,000 new jobs will be created 
in 1972. However, with the Ontario labour 
force expanding at an “exceptional rate of 
growth” Mr. McKeough does not envisage a 
quick end to the problem of unemployment. 
The unemployment situation is expected to 
improve steadily and unemployment will 
drop to an average of 4.8 per cent of the 
labour force from the average of 5.2 per 
cent for 1971. 

Although tight spending controls have 
been imposed, the Treasurer still has to raise 
$134 million in extra revenues to keep the 
deficit below $600 million. He expects to 
raise the additional revenue by these changes: 


e A large case of beer will cost 35 cents 
more; draft beer will become subject to 
sales tax; a 25-ounce bottle of liquor will 
cost an average of 25 to 30 cents more; 
wine prices will rise an average of 15 to 
20 cents per standard bottle; 


e The tax on cigarettes goes up by 1.5 
cents for a package of 25 cigarettes, and 
there is a modest increase in the tax on 
tobacco and cigars; 


e The tax on gasoline and motor vehicle 
fuel is increased by one cent per gallon, 
and car licence plates will cost $3 to $5 
more in 1973. 


In addition: 


e Some people who buy a house may pay a 
higher land transfer tax; 


e A new gift tax is ready for tabling; 


e Remuneration to vendors for the collec- 
tion of taxes will be discontinued; 

e Amendments will be made to the Corpor- 
ations Tax Act to parallel the majority of 
new federal income tax provisions; 


e Some changes will also be made to many 
departmental fees and licences, including 
campsite permits, tolls on the two sky- 
ways, admission to Ontario Place and the 
Ontario Science Centre, marriage licences 
and GO Transit fares. 


The Treasurer also announced the intro- 
duction of property tax credits to replace 
the basic shelter grants. The property tax 
credit will be calculated and claimed when 
taxpayers file their annual personal income 
tax forms. Thus, relief against 1972 prop- 
erty taxes will be delivered in the form of 
income tax refunds in the spring of 1973. 

‘Mr. McKeough heralded the agreement 
by Ottawa to administer Ontario’s tax credit 
plan as the first real step towards co-ordin- 
ated and comprehensive tax reform. He said 
that Ontario intends to extend its tax credit 
approach to other taxes as well. 

The main objective of the budget, Mr. 
McKeough asserts, is the expansion of pri- 
vate sector activity and the curbing of in- 
flationary forces as the economy moves back 
to full performance. 

“This expansionary and progressive over- 
all program”, the Treasurer said, “stays with- 
in the limits of moderation and will help to 
bring about renewed prosperity and a better 
life for all Ontario citizens”’. 


Bold and Imaginative British Measures 


by Ronald Holloway, Economist, 
Taxation & Fiscal Policy Branch 


The British Government has introduced bold 
and imaginative measures to stimulate both 
personal consumption and corporate invest- 
ment at a time when high unemployment is 
combined with a strong external position, 
principally by introducing tax cuts which 
will total £1.2 million in the current finan- 
cial year. These tax cuts entail a doubling of 
the projected public sector deficit. 

Most of the tax reduction takes the form 
of the largest-ever increases in personal 
allowances, with cuts in purchase tax being 
the most significant of the other changes in 
terms of immediate revenue loss. The intro- 
duction of free depreciation on plant and 
machinery and increased allowances for in- 
dustrial buildings will have little effect on 
revenue for the current year but will repre- 
sent a major cut in company taxation in 
future years, estimated at £450 million in 
1975-76. Other measures designed to nearly 
double the rate of economic growth include 
a new drive for industrial expansion and re- 
gional development which could soon rise to 
an annual cost of up to £1 billion a year. 
This will include new regional development 
grants, estimated at £300 million in 1975- 
76, grants to workers willing to move homes 
to find satisfactory jobs, tapering shipbuild- 
ing grants, accelerated machine tool orders, 
and new road programs to improve com- 
munications between important industrial 
areas and to provide better access to the 
ports. 

The Chancellor announced last year his 
intention of reforming corporation tax to re- 
move the discrimination against distributed 
profits, explaining that this distorts the capi- 
tal market by impeding companies needing 
to raise equity capital and so misallocating 
investment resources as well as lessening the 
pressure for efficiency. Following the ap- 
pointment of a select committee, the Chan- 
cellor has abandoned his earlier preference 
for a two-rate system and he has announced 
his intention of introducing legislation to 
convert corporation tax to the imputation 
system. As with the French and Canadian 
systems, this will provide shareholders with 
credits for part of the tax paid by a corpora- 
tion. For most companies trading overseas, 
relief for overseas tax under the new system 
will be more favourable than at present and 
none will be worse off. 

A lower rate of tax is to be charged on 
small companies, defined as those with 
annual profits of not more than £15,000. 
On the basis of an illustrative rate of cor- 


poration tax of 50 per cent in future years, 
the rate for small companies will be 40 per 
cent. Tapering relief will be provided for 
companies with profits up to £25,000. 
Many small companies will also benefit from 
a revision of the close company regulations, 
particularly from an easing of the distribu- 
tion shortfall provisions. Further, a fraction 
of their capital gains will be excluded from 
charge and the remainder charged to cor- 
poration tax at the full rate. The capital 
gains tax will also be eased for stock options 
and for trusts. 

Company profits will also benefit from 
increased sales resulting from the lowering 
of the top rates of purchase tax, charged on 
the wholesale value of goods. The 45 per 
cent rate (which applied to luxury items such 
as jewellery and furs) and the 30 per cent 
rate (which applied to cars, consumer dur- 
ables and such items as watches and toys) 
have both been cut to 25. As a result, it is 
expected that there will be a reduction of 
about two-thirds of a point in the cost of 
living. 

This change in rates is partly due to the 
erosion of the traditional distinction between 
essential goods and luxuries but it also paves 
the way towards the adoption of a value- 
added tax next year, replacing both purchase 
tax and the selective employment tax. The 
VAT will have a single rate of 10 per cent, 
making it the lowest and simplest in the 
world. As in all other countries with a VAT, 
there will be exemption for a variety of finan- 
cial, personal and charitable services. While 
such exemption will mean that a supplier 
does not have to charge tax on sales, it also 
means that tax cannot be reclaimed by the 
supplier on purchases. This contrasts with 
the treatment under zero-rating which will be 
applied to most food items and to housing, 
domestic fuel and light, fares, books, periodi- 
cals and newspapers, and exports. In broad 
terms, a company which supplies zero-rated 
goods or services will get complete relief 
from VAT on both its purchases and its 
sales. Despite this relief to suppliers, the tax 
is described as a tax on consumers. 

In the field of personal taxation, there are 
both immediate reliefs and promised reform. 
Apart from the major increase in allowances, 
the income limits for age exemption and 
small income relief have been raised, the 
starting point for surtax has been raised, and 
tax relief on interest payments extended from 
mortgage interest to all forms of interest 


payments above £35 (this limit being it 
duced to provide equity between taxpa 
able to secure loans and those with k 
credit ratings who have to fall back on] 
purchase agreements). 

With surtax already being announce 
due for phasing out, new rates of income 
have been announced as operative next } 
These provide a basic rate of 30 per cen 
the first £5,000. This will be the only 
of tax on most personal incomes. For 
next £1,000 the tax rate will be 40 per 
and for incomes above £6,000 the rates 
increase in 5 per cent steps to a maximu 
75 per cent on £20,000. There will, h 
ever, be a 15 per cent surcharge on iny 
ment incomes above £2,000. 

Relief has also been applied to death ta 
with generous exemptions from estate ¢ 
on property left to spouses and charities, 
an increase in the threshold below whict 
estate duty is payable. A new scale alse 
duces the burden of estate taxation, a 
rate of 75 per cent being reached on prop 
over £500,000. 

More radical reforms of personal taxa 
are under consideration, with a view 
simplifying collection and permitting i 
gration with the social security system. 
proposals are for a conversion of the pay 
you-earn system from a cumulative basi 
a non-cumulative, saving 10,000 to 15. 
civil servants, and for the introductior 
tax credits in lieu of a complex systen 
social security payments and rebates. 
Chancellor has stated that such a sy: 
would provide a fairer and more acct! 
method of directing help to many peop), 
need and it would tidy up the present bor: 
line between taxation and social benefits 
added that it would provide a smoc: 
graduation from the area of benefit to thi: 
taxation, and so would avoid some of 
worst features of what has become know: 
poverty surtax, with all that that impli 
way of disincentives to earn more. 

While the adoption of such a scheme 1} 
await elaboration in a promised Green P* 
and, probably, referral to a select comm)? 
the Government has announced increasi!! 
retirement pensions and other social sec i 
benefits in the autumn. These inerés 
amount to about 12.5 per cent and, \¢ 
taken with the increases made last auti 
mean an improvement of about a thir(! 
constant price terms, public spend ii 
increase by 6.5 per cent. 
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NTRODUCTION 


er the past three years, the Government of 
tario has worked towards the goal of 
rporating property taxes within the 
sonal income tax system through the 
shanism of tax credits. The Ontario gov- 
ment first declared its intention to connect 
co-ordinate income taxes and property 
*s via a credit scheme in its 1969 white 
er on provincial-municipal reform.! The 
ic shelter grants were initiated in 1968 on 
recommendation of the Smith Committee 
n interim step in this direction. However, 
fairest and most effective method of re- 
ing property tax burdens is to relate them 
he ability-to-pay principle which governs 
onal income taxation. Such an integrated 
em of personal income and property taxa- 
permits systematic redistribution of both 
burdens and achieves comprehensive re- 
1 for all taxpayers, including those too 
r to pay income tax. 

hroughout the long debate on national 
reform, the tax credit approach was con- 
ntly advocated by the Ontario govern- 
t as a superior alternative to a system of 
eased personal exemptions in the delivery 
ix Telief.? In its extensive studies and re- 
mendations on reform of the national in- 
e tax structure, Ontario demonstrated 
onceptual and operational superiority of 
credits over increased personal exemp- 
sin terms of equity to taxpayers, lower 
nue cost, simplicity and greater flexi- 
y in response to changing needs over 
3 


hile rejecting the use of selective income 
tedits as a means of achieving tax relief 
owW-income taxpayers on a national basis, 
federal government nevertheless agreed 
tinciple to consider implementing pro- 
ial tax credits along the lines favoured 
Intario. Specifically, in discussing the 
iO government’s white paper on pro- 
al-municipal tax reform, the federal 
ster of finance noted: 


third purpose of the Ontario proposal 
described as making it possible to per- 
it deductions from the provincial income 
x by way of credits for property taxes, 
fail sales taxes and health insurance 
emiums. Such credits, it is said, might 
Ty with incomes and family circum- 
inces, and might even involve net pay- 
“mts to those whose credits exceed their 
OVincial income tax liability. The intro- 
ction of such tax credits would greatly 


complicate the tax return and collection 
administration. Nevertheless the govern- 
ment would be prepared to discuss the 
possibility of carrying out such operations 
under revised collection agreements.4 


Immediately following the introduction of 
the new federal income tax legislation (Bill 
C-259) in June 1971, the Ontario govern- 
ment proceeded to design a simple tax credit 
system for the benefit of Ontario taxpayers. 
The system which has been developed is 
sufficiently flexible to be adapted easily to 
other provincial taxes, and should prove to 
be a useful model for other provinces in- 
terested in similar reforms. 

The major dimensions of Ontario’s tax 
credit plan were outlined to the federal gov- 
ernment in November 1971. The Province 
also requested that it be incorporated in the 
Canada-Ontario tax collection agreement.5 
The administrative and operational details 
of this Ontario tax credit plan were then dis- 
cussecl extensively by Ontario and federal 
officials and a number of modifications were 
worked out.® Upon finalization of these de- 
tails in February 1972, the government of 
Canada agreed to administer Ontario’s pro- 
perty tax credit plan and indicated that it 
would be used as the standard for other pro- 
vinces. Commencing with the 1972 taxation 
year, therefore, this tax credit plan will come 
into effect and Ontario taxpayers will be 
able to deduct from their 1972 income tax 
liability an Ontario tax credit for property 
taxes paid. 

The balance of this paper sets out the full 
details of the Ontario property tax credit 
plan, its objectives, design, superiority over 
present provincial tax relief programs and its 
impact on representative groups of Ontario 
taxpayers. 


II THE ONTARIO PROPERTY 
TAX CREDIT 


Four aspects of the property tax credit plan 
will be of prime interest to Ontario taxpayers 
— its objectives, the amount of the credit, 
who is eligible to receive it, and how it is to 
be claimed. The following sections discuss 
in detail these four aspects of the property 
tax credit to be legislated by Ontario in 1972. 


Objectives 

The overriding objective of Ontario’s pro- 
perty tax credit plan is to achieve a fairer 
distribution of the burden of property taxes 
on individuals and families in Ontario. 


Analysis of the incidence of property taxa- 
tion in Ontario has confirmed that it is re- 
gressive over much of the income scale and 
extremely so for the lowest income groups.’ 
It should be emphasized that this situation is 
not peculiar to Ontario. President Nixon 
stated in January of this year that property 
taxation was “one of the most oppressive 
and discriminatory of all taxes, hitting most 
cruelly at the elderly and the retired”. Sub- 
sequently, he instructed the Advisory Com- 
mission on Intergovernmental Relations to 
review proposals for federal action.® 

The Ontario basic shelter grants have 
partially offset this regressivity by providing 
a flat amount of relief to all taxpayers on the 
basis of average municipal taxation. How- 
ever, this program was not adequate either 
in terms of vertical or horizontal equity. It 
did not provide sufficient relief to the lowest 


'See Hon. Charles MacNaughton, “Reform of 
Taxation and Government Structure in 
Ontario”, Ontario Budget 1969 (Toronto: 
Department of Treasury and Economics, 1969). 
2See Hon. W. Darcy McKeough, Ontario 
Budget 1971 (Toronto: Department of 
Treasury and Economics, 1971), p. 7. 

3See Hon. Charles MacNaughton, Ontario 
Proposals for Tax Reform in Canada (Toronto: 
Department of Treasury and Economics, 1970), 
pp. 15-17; and Staff Paper, Effects of Ontario’s 
Personal Income Tax Proposals, Ontario 
Studies in Tax Reform 2 (Toronto: Depart- 
ment of Treasury and Economics, 1970), 
Chapter 4. 

4Hon. E. J. Benson, Proposals for Tax Reform 
(Ottawa: Queen’s Printer, 1969), p. 83. 

5See Hon. W. Darcy McKeough, “Preliminary 
Outline of a System of Property and Sales Tax 
Credits for Ontario Taxpayers’, Meeting of 
Ministers of Finance, Ottawa, November 1-2, 
1971 (Toronto: Department of Treasury and 
Economics, mimeo.). 

6A ltogether five meetings of officials from the 
Ontario Department of Treasury and 
Economics and the Department of National 
Revenue were held between November 1971 
and February 1972 and extensive correspond- 
ence was exchanged. A major modification 

to the original Ontario design was the deletion 
of the sales tax credit in order to keep the 
Ontario plan as simple as possible in the 

first year. 

7A detailed quantitative study of the incidence 
of the property tax in a representative Ontario 
city has been undertaken by the Taxation and 
Fiscal Policy Branch of the Ontario Treasury. 
The results of this analysis are summarized in 
Appendix A. See also the forthcoming Staff 
Paper, Analysis of Income and Property Taxes 
in Guelph (Toronto: Ministry of Treasury, 
Economics and Intergovernmental A ffairs). 
8See President Richard M. Nixon, State of the 
Union Address (Washington: United States 
Information Service, January 20, 1972), p. 6. 
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income groups, nor did it provide equal 
treatment to taxpayers in similar economic 
circumstances.? The clear thrust of perma- 
nent reform, therefore, must be to link prop- 
erty tax burdens directly to the ability to 
pay of each individual and family in Ontario. 

The Ontario government’s property tax 
credit plan aims to achieve this important 
goal of a more consistent and progressive 
incidence of property taxation in Ontario. 
Specifically, it has been designed to meet 
five objectives: 


e To relate the combined burden of income 
tax and property tax bearing on Ontario 
residents to their individual ability to pay; 


e To reduce the total tax burden on the 
lowest income families and individuals in 
Ontario; 


e To extend property tax relief to roomers, 
boarders and others who do not presently 
benefit from provincial tax relief grants 
and to eliminate tax relief to non-residents 
and to taxpayers who can afford to pay; 


e To permit better control over the total 
provincial-municipal tax burden on On- 
tario taxpayers; and 


e To establish a flexible and efficient pay- 
out mechanism as the first step towards 
the eventual replacement of welfare and 
subsidy programs with a general income 
support program. 


One further objective of Ontario’s plan 
has been to design a tax credit which is 
simple for taxpayers to understand and cal- 
culate on the income tax form, and efficient 
for government to administer. This dimen- 
sion of simplicity is important to ensure 
maximum participation by Ontario tax- 
payers and the greatest possible improve- 
ment in overall equity. The property tax 
credit system to be introduced in 1972 meets 
these requirements, yet it is sufficiently flex- 
ible in structure to allow significant modi- 
fication and enrichment in subsequent years. 


Amount of the Property Tax Credit 
The amount of property tax credit available 
to any taxpayer will depend on his ability to 
pay. Ontario’s tax credit system will generate 
credits which vary according to income, 
family size and the level of property taxes 
paid. Thus, each taxpayer will be entitled to 
a property tax credit which is tailored to his 
particular economic circumstances. 

The specific formula for determining the 
1972 property tax credit will be as follows: 


°This deficiency in horizontal equity is evident 
from the fact that the shelter grant paid to 
any particular taxpayer in 1971 ranged from 
extremes of $33 to $101 depending upon the 
municipality in which he lived. 


Homeowners 


e $90 plus 10 per cent of property tax paid 
minus 1 per cent of taxable income, up to 
a maximum credit of $250; 


Renters 


e $90 plus 2 per cent of annual rent minus 
1 per cent of taxable income, up to a 
maximum credit of $250. 


Where the property tax paid is less than $90, 
or the annual rent is less than $450, the tax 
credit entitlement will be equal to the actual 
property tax paid or 20 per cent of rent paid, 
minus 1 per cent of taxable income. This is 
to ensure that a taxpayer who is resident in 
Ontario for only a few months in the year 
or who pays a very low property tax.or rent 
is not unduly bonused. 

This design of credit ensures a maximum 
benefit to low-income families and individ- 
uals and a smoothly progressive incidence 
up the income scale. It means that families 
who are too poor to pay income tax will 
receive a refund of at least $100 and in most 
instances significantly more. It means that 
middle-income taxpayers will receive tax 
relief which is roughly equal to the basic 
shelter grant which they formerly enjoyed. 
Thus, a family of four having an income of 
$10,000 and paying $400 in property tax 
would be entitled to a tax credit of $73, as 
would a single person earning $7,600 and 
paying $150 a month in rent. It also means 
that high-income families and individuals 
will receive no benefit from the property tax 
credit. 

Additionally, this tax credit design ensures 
that all taxpayers in similar economic cir- 
cumstances will receive equal treatment. At 
any particular income level, all families of 
the same size and paying the same property 
tax will receive an identical property tax 
credit. As family size increases, or the level 
of property tax rises, the value of the tax 
credit also will increase. In this way, the tax 
credit mechanism provides a marked im- 
provement in terms of horizontal equity, and 
redistributes the combined property and in- 
come tax burden on a much fairer basis. 


Eligibility 

In general, all taxpayers who are resident in 
Ontario on December 31 and who file a 
personal income tax return will be eligible 
to claim the Ontario property tax credit. 
Non-residents who formerly received basic 
shelter grants will no longer benefit, there- 
fore, from Ontario’s tax relief provisions. 


Eligible residents will include those 
have died during the year and on w 
behalf a ‘year of death’ return is filed. ( 
three categories of residents will be 
cluded from claiming a credit under 
plan: 


e children under 16 years as of Decen 
ile 

e persons under 21 years as of Decen 
31 who live at home and are claime 
dependants for income tax purposes; 


e residents of homes for the aged, ch: 
able homes, nursing homes and sin 
institutions which are exempt from pi 
erty taxation. 


The Ontario property tax credit plan 
embrace roomers and boarders as well 
families and individuals who rent and ho 
owners. The credit will apply, however, « 
to the principal residence of the taxpa 
not to cottages and second homes. In o 
words, the credit entitlement will be « 
fined to the place of permanent residence 
each family or individual. For families’ 
move, of course, all places of permal 
residency in Ontario during the year ma\ 
included in determining the total prop 
tax or rent paid and the amount of tax cr 
entitlement. The tax credit plan will ach. 
a broader coverage than the former b 
shelter grants in that roomers and baa 
will qualify for tax relief, but at the si 
time it will be more selective in impact 
confining relief to the principal reside 
only.!° These changes alone will render. 
tario’s tax relief efforts far more equitabli, 

Within this framework of broad clan 
the tax credit legislation will include a n 
ber of definitions and rules to prevent ab; 
and ensure efficient administration. | 
most important of these is the rule tha! 
cases where spouses reside in the same f 
cipal residence, the property tax credit 1} 
be claimed by the spouse having the hig | 
taxable income. This will avoid the pe 
bility of a substantial tax credit being pai! 
a family in which one spouse has a : 
income while the other spouse has a 
income. A limited number of other spe 
rules will also apply, including the foi 
e Public housing tenants and senior cit 

tenants will qualify for the tax credi) 

the basis of the actual rent they pay; | 


1 


e The amount of property tax that ma‘) 
claimed as paid by post-secondary # 
dents living in college residences wil? 


10Under the former basic shelter grant prog! 
tax relief was provided only to separately 
assessed housing units, which ruled out mene 
roomers and boarders. 


imited to $25, the equivalent of provin- 
ial grants-in-lieu of taxes; 

tent will be defined broadly to include the 
ayment for accommodation including 
eat, light and parking, but excluding 
ny payment for meals or board. 


iming the Tax Credit 

Ontario property tax credit will be cal- 
ted and claimed when taxpayers file 
r annual personal income tax return. 
is the 1972 property tax credit will be 
med in the 1972 income tax return and 
tax relief will be delivered in the form 
in income tax refund in the spring of 
3.11 In co-operation with the Department 
National Revenue, the Ontario govern- 
t will make a special effort to assist those 
ons who have never filed an income tax 
m in order to ensure that they get the 
benefits to which they are entitled. 

he 1972 income tax return to be filed 
Intario taxpayers will include a special 
1 for claiming Ontario’s property tax 
it. While final details have not yet been 
xed out with the Department of National 
enue, this separate tax credit form will 
ire only two things of taxpayers: 


signed declaration of the amount of 
‘operty tax and/or rent that has been 
id in the year; and 

culation of the amount of tax credit to 
hich the taxpayer is entitled. 


dditionally, taxpayers must be prepared 
substantiate their declaration of the 
unt of property tax or rent paid, upon 
est by the Department of National 
nue. In these instances the taxpayer 
be required to produce a receipt show- 
hat he has indeed paid the amount of 
erty tax or rent that he has claimed for 
urposes of the tax credit. The Province 
s to develop a standard receipt form 
h will be provided to all households at 
nd of the year or upon moving, in much 
ame way that T-4 slips are now pro- 
1 by employers. In working towards this 
the Ontario government invites the full 
cipation and co-operation both of muni- 
ities and landlords. 

is recognized that problems in the oper- 
Of Ontario’s tax credit plan will in- 
bly emerge in the first year. However, 
| the simplicity of the tax credit design 
its advantages to Ontario taxpayers, 
difficulties should quickly work them- 


selves out. In subsequent years the Ontario 
property tax credit will become a standard 
part of the taxpayer’s annual tax calculation 
and an institutionalized element in the in- 
come tax collection and refund system. Thus 
tax reform in Ontario will reach beyond the 
personal income tax to achieve a fairer dis- 
tribution of property tax burdens and equal 
treatment of taxpayers in similar economic 
circumstances. !2 


Iii IMPACT OF THE PROPERTY 
TAX CREDIT ON ONTARIO 
TAXPAYERS 


The Ontario government’s tax credit will 
achieve a substantial redistribution of 1972 
property tax burdens. It will provide refunds 
of $100 or more to all families and individ- 
uals who are too poor to pay income tax and 
it will provide tax relief to roomers and 
boarders. It will reduce taxes for individuals 
and families in the lowest brackets of tax- 
able income and for old age pensioners and 
farmers. The tax burden on middle-income 
taxpayers will not change appreciably and 
the tax burden on high-income taxpayers will 
increase by about $70, the amount of the 
former average basic shelter grant. Taxes 
will also increase for taxpayers who formerly 


enjoyed more than one basic shelter grant — 
such as for a cottage or a second home — 
whatever their income levels. 

The following tables illustrate how the 
Ontario property tax credit will affect repre- 
sentative taxpaying units at different levels 
of income and property tax liability. It can 
be seen that the property tax credit is of 
maximum value at the bottom end of the 
income scale and tapers off gradually to zero 
when income exceeds $20,000 - $25,000. 
The breakeven point at which a typical tax- 
payer will be no better or no worse off than 
at present is about $7,800 for single per- 
sons, $9,400 for couples and $10,800 for a 
family with two children. 

The progressive impact of the property 
tax credit is clearly portrayed in Chart 1. 
This graph shows the value of the tax credit 
at each income level as a proportion of the 
gross property tax burden on a representative 
family. Thus, the tax credit relieves 40 per 
cent of the gross property tax burden on a 
family having $3,000 income versus 20 
per cent at $9,000 income and none of the 
burden at $25,000 income. Quite clearly 
then, linking property taxes to ability to pay 
produces a fairer and more progressive in- 
cidence of the combined burden of property 
and income taxation in Ontario. 


Chart 1—Incidence of Property Taxation 


on a Representative Family of Four 
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Source: See Table 1. 
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‘the 15 per cent of taxpayers whose 
tions-at-source or quarterly instalments 
ss than their final income tax liability for 


the year, the property tax credit will take the 


form of a deduction against the income 


tax Owing. 


12Parallel suggestions for such a remedy have 


been made in the United States. See J. Pechman, 
Fiscal Federalism for the 1970’s (Washington: 
The Brookings Institution, 1971). 
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Table 1 — Impact of Ontario Property Tax Credit (Family With 2 Children Under 16) IV COMBINED IMPACT OF THE 
(Dollars) TAX CREDIT AND 
SUPPLEMENTARY TAX RELIE 
oe Average PROGRAMS 
Gross Property Basic Shelter Property Change in The Ontario property tax credit plan 
Income Tax Grant Tax Credit Tax Relief replace the basic shelter grant prog: 
We Which has been in force smccul eum 
3,000 300 70 120 +50 general relief against 1972 property te 
4,000 300 70 119 +49 will be delivered in the form of income 
refunds in early 1973 rather than as pr 
5,000 330 ay ie alegs erty tax reductions or rebates in the tal 
6,000 330 70 104 See 1972. In addition, the two other provin 
7.000 330 70 94 4 tax relief programs — the 25 per cent f 
tax rebates and the $50 to $100 su 
8,000 360 70 we ate mentary tax relief grants to needy endl 
9,000 370 70 719 + 9 — will continue intact for 1972.13 
10,000 420 70 TS + 5° 
Needy Pensioners 
12,000 480 70 62 an The new property tax credit plan will ¢ 
15,000 D5) 70 42 —28 vide larger benefits to G.I.S. pensioners t 
20,000 680 70 7 63 the basic shelter grant program whict 
replaces. Under the former shelter gi 
25,000 730 70 0 —70 


program, needy pensioners who lived i 
separately assessed housing unit recei 
about $70 in tax relief. Under the propi 
tax credit plan, all G.I.S. pensioners ° 
qualify for general property tax relief — 
cluding those that are roomers and boar¢ 


Table 2 — Impact of Ontario Property Tax Credit (Married Couple) 


Cy — and this tax credit relief will amount t 
least $100 because pensioners who qué 
Gross Average } for the guaranteed income supplement h. 
Gross Property Basic Shelter Property Change in no taxableineonel ' 
Income Tax Grant Tax Credit Tax Relief In addition to the property tax cre 
G.I.S. pensioners will continue to ber 
AU Mt 70 120 ao from Ontario’s $50 to $100 supplemen’ 
4,000 300 70 113 +43 tax relief grants. Thus, an eligible pensic 
5,000 330 70 107 nea or pensioner couple paying $210 in prop. 
tax will enjoy a complete refund through 
Hu) 330 70 98 +28 combined benefits of the tax credit | 
7,000 330 70 88 +18 supplementary grants. Virtually all ne! 
: ‘Il 
») 12 pensioners in Ontario, therefore, will! 
ae con ae : 5 sheltered entirely from the regressive bur? 
9,000 370 70 73 a 8 of property taxation. Table 5 displays’ 
10,000 420 70 69 ant increase in relief to needy pensioners re! 
: ; a 
12,000 480 70 56 a ing from the combined tax relief progea 
15,000 So) 70 36 —34 Farmers 
20,000 680 70 0 ar) The Ontario property tax credit plan 3 
will generate larger benefits to farmers 1# 

25,000 730 70 0 —70 


the former basic shelter grant program. 9 
the many Ontario farmers who have nei 
Notes: 1. The pattern of estimated gross property tax is based schematically on the observed On es liability, the tae credit forr'! 

distribution in Guelph as projected to 1972. See Appendix. will provide general tax relief in exces 0 
$100, or at least $30 more than the ti 


2. Taxable income used in calculating the property tax credit is based on the new levels 


of personal exemptions, $100 standard deduction, 3 per cent employment expense shelter grant. Most farmers who are lil 
deduction and a pension contribution equal to 6 per cent of gross income. for income taxation will also enjoy la 

3. The formula for determining basic shelter relief was $30 plus 10 per cent of the benefits since their taxable income is ® 
average municipal tax burden of the previous year. erally very low. On top of this general # 

Pe 


13Pensioners who qualify for the federal | 

guaranteed income supplement receive fron ™ 
Ontario Government a supplementary tax i 
relief grant of $50, plus up to $50 depending 
upon the amount of property taxes paid. 


f farmers will continue to enjoy the 
ial 25 per cent farm tax rebate. Thus, 
ost all farmers in Ontario will benefit in 
is of total tax relief as a result of the 
erty tax credit plan. Table 6 illustrates 
increase in benefits available to farmers 
972 and shows that the property tax bur- 
will be removed almost entirely from 
poorest farmers. 

ile the special tax relief programs for 
jioners and farmers will be continued in 
2, the Province would prefer to incor- 
te this supplementary tax relief within 
eneral tax credit system in subsequent 
s.'4 Apart from the merits of simplicity 
efficiency, such a rationalization would 
uit fairer treatment among all pension- 
by eliminating the sharp cut-off between 
e who qualify for the guaranteed income 
lement and those who do not. The tax 
it formula is sufficiently flexible to allow 
xtra benefits to particular classes of tax- 
rs, and this is one of its great ad- 
ages. After the tax credit system has 
in operation for a year and its impact 
seen fully analyzed, Ontario hopes to be 
position to enrich and modify the basic 
redit formula as a replacement for these 
ing programs. 


UTURE DIRECTIONS 


introduction of tax credits, fully inte- 
d within the personal income tax col- 
m and refund system, will advance 
tially the Ontario government’s thrust 
rds comprehensive tax reform. The in- 
on of Ontario’s property tax credit in 
972 income tax form will, for the first 
directly link property tax and income 
urdens, relating both to the ability-to- 
principle. This demonstrates that the 
ne tax mechanism can be used as the 
le for achieving a systematic and more 
‘essive distribution of total tax burdens, 
ust income tax burdens. The Govern- 
of Ontario intends to extend its tax 
t approach, therefore, to offset the re- 
ive impact of other taxes as well. In 
vay, the Province will be able to achieve 
dinated and comprehensive reform of 
tal taxes bearing upon Ontario citizens. 
ice the property tax credit system is 
ioning smoothly, Ontario will consider 
implementation of a retail sales tax 
t. The Province has already explored a 
er Of alternatives towards this end and 
Sutlined one possible retail sales tax 


Se Special tax relief programs are 

ated to cost $35.3 million in 1972 — 
million in farm tax rebates and $19.0 
nin supplementary tax relief to needy 
ners. 


Table 3 — Impact of Ontario Property Tax Credit (Single Person) 


(Dollars) 
ee en cis oe es ae 
Gross Property Basic Shelter Property Change in 
Income Tax Grant Tax Credit Tax Relief 
3,000 300 » Te 109 +39 
4,000 300 70 100 +30 
5,000 330 70 94 +24 
6,000 330 70 84 +14 
7,000 330 70 TS + 5 
8,000 360 70 68 — 2 
9,000 370 70 60 —10 
10,000 420 70 56 —14 
12,000 480 70 43 =27 
15,000 555 70 Dip —48 
20,000 680 70 0 —70 
25,000 730 70 0 —70 


Notes: 1. The pattern of estimated 8ross property tax is based schematically on the observed 


distribution in Guelph as projected to 1972. See Appendix. 


2. Taxable income used in calculating the property tax credit is based on the new levels 
of personal exemptions, $100 standard deduction, 3 per cent employment expense 
deduction and a pension contribution equal to 6 per cent of gross income. 


3. The formula for determining basic shelter relief was $30 plus 10 per cent of the 
average municipal tax burden of the previous year. 


ee eee 


Table 4 — Impact of Ontario Property Tax Credit (Old Age Pensioner) 


(Dollars) : 
Gross Average 
Gross Property Basic Shelter Property Change in 
Income Tax Grant Tax Credit Tax Relief 
SS eee ee ee eee ee 
2,500 280 70 116 +46 
3,000 300 70 it +43 
4,000 300 70 103 +33 
5,000 330 70 96 +26 
6,000 330 70 86 +16 
7,000 330 70 76 + 6 
8,000 360 70 69 — 1 
9,000 370 70 60 —10 
10,000 420 70 2S) —15 
15,000 555 70 18 —52 
20,000 680 70 0 —70 
Notes: 1. The pattern of estimated gross property tax is based schematically on the observed 


distribution in Guelph as projected to 1972. See Appendix. 


2. Taxable income used in calculating the property tax credit is based on the new level of 
personal exemption, the $650 age exemption and the $100 standard deduction. 


3. The formula for determining basic shelter relief was $30 plus 10 per cent of the 
average municipal tax burden of the previous year. 


Ontario’s Property Tax Credit Plan 


Table 5 — Tax Relief to G.I.S. Pensioners 
(Dollars) 


Former Tax Relief 1972 Tax Relief 


Total Total 

Gross Basic Supple- Property Supple- 
Property Shelter mentary Tax mentary 
Tax Grant Assistance Total Credit Assistance _‘ Total 
150 70 80 150 105 100 205 
200 70 100 170 110 100 210 
250 70 100 170 NIUS) 100 21) 
300 70 100 170 120 100 220 
350 70 100 170 125 100 DDS 
400 70 100 170 130 100 230 
Notes: 1. Some 300,000 Ontario residents 65 years of age or older receive a guaranteed income 

supplement (G.I.S.) in addition to the old age pension. Single pensioners qualify for 

G.1.S. if their private income is below $1,392 while pensioner couples qualify 

if their private income is below $2,448. 

2. Ontario’s supplementary assistance was a flat $50 to all G.I.S. pensioners and up to a 
further $50 depending upon net property taxes paid after deduction of basic 
shelter relief. In 1972 the additional $50 may be claimed by a single pensioner up to 
the limit of his gross property tax levy. 

3. The formula for determining the value of basic shelter relief was $30 plus 10 per cent 
of average municipal taxes of the previous year. 

Table 6 — Tax Relief to. Farmers 
(Dollars) 
Former Tax Relief 1972 Tax Relief 
Gross Basic 
Property Shelter 25% Property 299 
Tax Grant Rebate Total Tax Credit Rebate Total 
150 70 20 90 105 857/ 142 
200 70 By) 102 110 50 160 
300 70 58 128 120 US 195 
400 70 82 SZ 130 100 230 
500 70 108 178 140 125 265 
600 70 132 202 150 150 300 
700 70 158 228 160 WS) 335 
1,000 70 DoD, 302 190 250 440 
Notes: 1. This table shows the tax relief provided to farmers who have no taxable income. For 
farmers whose income is sufficiently high to be liable for income tax, the property 
tax credit would be reduced accordingly. In 1969, some 38,000 Ontario farmers were 
liable for income taxation and their average rate of tax was about 13 per cent. 

2. In 1972 the 25 per cent farm tax rebate relates to the gross property tax paid by the 
farmer. While the basic shelter program was in force, the 25 per cent rebate was based 
on the net property tax after deduction of the basic shelter grant. 

5}. 


The formula for determining the value of basic shelter relief was $30 plus 10 per cent 
of average municipal taxes of the previous year. 


formula which would be simple yet e 
tive.!° This potential design would provi 
sales tax credit of $10 to the taxfiler plus 
for each dependant, minus 1 per cen 
taxable income. Like the property tax er 
this structure produces maximum benefit 
low-income families and gradually tape 
relief up the income scale. Thus, along) 
the existing exemption on food and ne 
sities, such a tax credit would comple 
shelter our lowest-income families from 
burden of the retail sales tax. Ontario is 
exploring the possibility of other tax cre 
to replace health premium assistance 

low-income housing subsidies. By mean 
such tax credits, the total burden of t 
can be lifted from our poorest families 

individuals, thereby making real prog 
towards ensuring them a more decent ste 
ard of living. 

Equally important, the acceptance of 
tario’s tax credit plan by the Governmen 
Canada represents a positive step tow: 
developing a guaranteed income plan fot 
Canadians. The property tax credit plan: 
provide valuable experience in using 
income tax system as a refund or pay 
mechanism. It will generate much ne¢ 
information about people who are too f 
to pay income tax and will reward them 
filing an income tax form. It will off 
realistic approach towards supplemer 
the income of our working poor. Eventu 
it may be adapted as the basic mechat’ 

wae: : 
for underpinning the income of all C 
dians and replacing the present myria 
welfare schemes. 


= 
a ee eee EEE eee 


15See Hon. W. Darcy McKeough, “Prelimi)) 
Outline of a System of Property and Sales 
Tax Credits for Ontario Taxpayers’, op. cit 
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[E INCIDENCE OF PROPERTY 
XATION IN AN ONTARIO 
ST LOCALITY 


roduction 
designing a property tax credit scheme, it 
ritical to identify the relationship between 
perty tax burdens and income. A number 
studies have attempted to measure the in- 
ence of taxes levied upon property values.! 
general, these studies have concluded that 
‘property tax is regressive over most of 
income scale. However, the data limita- 
is of these previous studies, and the fact 
| they related to other jurisdictions meant 
they were of limited value for purposes 
olicy formulation by the Ontario govern- 
it. In view of this, the Ontario Treasury 
lertook a detailed and comprehensive 
ly of the incidence of property taxation 
ncome level in a test location in Ontario. 
s Ontario study is essentially a quantita- 
computer analysis, which matches the 
me and property taxes of over 11,000 
ilers in Guelph. A forthcoming staff 
y will provide a full report on the meth- 
and findings of the analysis. This appen- 
summarizes the principal results available 
ate.? 


Iph in Perspective 

Iph was used as a test location primarily 
luse property tax information in a readily 
yzable form was available for that muni- 
lity. This raises the question of whether 
Iph, as the test locality, is more or less 
cal of the situation for Ontario as a 


whole or whether it is in some respects a 
special case. Using the following criteria as 
a basis for comparison, it can be seen that 
Guelph is indeed reasonably representative 
of Ontario as a whole and, therefore, a useful 
basis from which overall conclusions can be 
drawn. 


Results of the Analysis 
A computer model was designed for the 
specific purpose of testing tax credit schemes 
against the Guelph data base. The model 
matches over 11,000 income tax records 
against property tax records, in order to 
measure the incidence of property tax by 
income level and to simulate the revenue 
and incidence impact of alternative tax 
credit designs. The base year for both the 
income tax and property tax data was 1968. 
Results for 1968 were extrapolated to 1972 
on the basis of the observed experience in 
Guelph from 1969 to 1971 in the case of 
the property tax, and on the basis of prov- 
ince-wide experience in the case of income. 
The Guelph analysis confirms that the 
property tax is significantly regressive. The 
findings show that property taxes pre-empt 
a high proportion of gross income for per- 
sons earning below $3,000, and a decreasing 
proportion for incomes between $3,000 and 
$6,000. On incomes between $6,000 and 
$12,000 the property tax verges on propor- 
tionality, then resumes its regressive pattern 
above the $12,000 income range. The re- 
gressive burden of the property tax is par- 
ticularly apparent for two sub-groups of 
taxpayers — the elderly and young families. 


0 ee SSS ee eee eee 


rage gross income per taxfiler 
rage residential property tax 


0 of residential to total taxable assessment 
0 of exempt assessment to total assessment 


1969 

Guelph Ontario 

$5,348 $5,622 
$347 $371 
.609 .604 
pero) .216 


ee en =e 
ce: 1969 Summary of Financial Reports of Municipalities, Vol. I (Toronto: Department of 
Municipal Affairs, 1970) and, Taxation Statistics (Ottawa: Department of National 


Revenue, Taxation, 1971). 


high ratio of exempt to total assessment reflects the extensive university and penal reform 


erties in Guelph. 


These groups exhibit an average property 
tax burden very close to that of the total 
population, yet their incomes are signifi- 
cantly below the average for the population 
as a whole. Table A-1 displays these rela- 
tionships between the property tax burden 
and income levels. 

The computer model was also used to 
compare the impact of Ontario’s property 
tax credit plan versus the former basic 
shelter grant program.? Table A-2 shows 
that the tax credit plan generates a progres- 
sive pattern of tax relief in contrast to the 
basic shelter grant which provided a flat 
relief payment to all taxpayers. The cost of 
the property tax credit plan was also esti- 
mated for the Guelph sample of taxpayers 
and was found to be modestly higher than 
the cost of continuing the basic shelter grant 
program. 


'See Dick Netzer, Economics of the Property 
Tax, Studies in Government Finance (Washing- 
ton: The Brookings Institution, 1966); 
Margaret Reid, Housing and Income (Chicago: 
University of Chicago Press, 1962); Report of 
the Committee of Inquiry into the Impact of 
Rates on Households (London: H.M.S.O., 
1965); and A. R. Ilersic, Allen and After 
(London: The Rating and Valuation 
Association, 1965). 

2See Staff Study, Analysis of Income and 
Property Taxes in Guelph (Toronto: Ministry 
of Treasury, Economics and Intergovernmental 
Affairs, forthcoming). 

3The property tax credit formula is $90 plus 

10 per cent of property taxes paid minus 1 per 
cent of taxable income, up to a maximum 
credit of $250. 


Appendix 


Table A-1 — Summary of Guelph Results 


(Dollars ) 
Actual Projection for 
1968 1972 
Average Average 
Average Tax as Average Tax as 
Gross Gross Percentage Gross Percentage 
Income Property of Gross Property of Gross 
Class Tax Income Tax Income 
3,000 - 3,500 290 9 334 10 
3,500 - 4,000 306 8 329 9 
4,000 - 4,500 308 7 330 8 
4,500- 5,000 303 6 335 i 
5,000- 5,500 297 6 343 ae 
5,500 - 6,000 297 5 Sie) 6 
6,000 - 6,500 306 5 328 5 
6,500 - 7,000 325 5 329 5 
7,000 - 7,500 333 ") 331 5 
7,500 - 8,000 335 4 348 4 
8,000- 8,500 353 4 357 4 
8,500 - 9,000 373 4 374 4 
9,000 - 9,500 379 4 Sie 4 
9,500 - 10,000 409 4 378 4 
10,000 - 12,000 435 4 416 4 
12,000 - 15,000 496 4 484 4 
15,000 - 20,000 579 3 555 3 
20,000 - 25,000 632 3 679 3 
25,000 - 50,000 690 2 729 Z. 


Source: Computer analysis of income tax and property tax records for residents of Guelph. 


Note: 1968 is the base year for the computer analysis. Projections for 1972 are made assuming 
that incomes rise as forecast by the Ontario Treasury and property tax burdens increase 
in line with the actual experience in Guelph from 1968 to 1971 and a trend projection 
for 1972. 
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le A-2 — Summary of Guelph Results (Projection for 1972) 


jllars ) 

ISS Average Basic Average Change 
yme Gross Shelter Property in 

3S Property Tax Grant Tax Credit Relief 
00 - 3,500 334 66 114 +-48 
100 - 4,000 329 66 109 +43 
J00- 4,500 330 66 103 +37 
500 - 5,000 335 66 99 +33 
)00- 5,500 343 66 96 +30 
00 - 6,000 333 66 91 +25 
100 - 6,500 328 66 86 +20 
100 - 7,000 329 66 81 +15 
100 - 7,500 331 66 Cis +11 
00- 8,000 348 66 74 + 8 
00 - 8,500 255 66 dz + 6 
00 - 9,000 374 66 68 + 2 
100 - 9,500 312 66 63 — 3 
00 - 10,000 378 66 57 — 9 
00 - 12,000 416 66 a2 —14 
00 - 15,000 484 66 35 —31 
00 - 20,000 me! 66 13 —53 
00 - 25,000 679 66 6) — 63 
00 - 50,000 729 66 0 —66 


ce: Computer analysis of income tax and property tax records for residents of Guelph. 


s: 1. The analysis is undertaken assuming Bill C-259 to have been in effect in both 1968 
and 1972. 


2. For purposes of comparison it is assumed that the basic shelter grant formula applies 


in 1972 and average property tax levies in Guelph increase in line with the actual 
experience in Guelph from 1968 to 1971 and a trend projection for 1972. 


—— eee 


Appendix 


Chart A-1—Incidence of Property and Income 
Taxes In Guelph, as Projected to 1972 


Per Cent of Gross Income 
20 20 


Combined Taxes: 


Before 
Tax Credit —> 


10 BiG 
After eee 
\— Tax Credit. ap oee---- ane 
\ Leto ao 

pe I ee ee eee 
5 end Bese eae es ah ~ 5 

ous eae 

/ Ontario P.I.T. Gross Property Tax 


(6) 2 4 6 8 10 M2 14 16 18 20 0 
Gross Income ($ Thousand) 


Source: Computer analysis of matched income and assessment roll records for 
residents of Guelph. 
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Leading Indicators 


Total Money Supply, Canada (Average of Wednesdays, Seasonally Adjusted) 


Toronto Stock Exchange Industrial Index (1956 = 100, Not Seasonally Adjusted) 


Coincidental and Lagging Indicators 


Gross National Product, Canada (Quarterly, Seasonally Adjusted at Annual Rates) 
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Current Dollars 
——_—. Constant (1957) Dollars 


Average Hourly Earnings in Manufacturing, Ontario (Seasonally Adjusted) 
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Seasonally Adjusted 


NCHA 1972 
Jan. Feb. March April May June July Aug. Sept. Oct. Nov. Dec. Jan. Feb. 
Leading Indicators 
Average Weekly Hours Worked in 
Manufacturing Number Boe 3S) 39.9 Bors 592 40.0 39.8 39.8 39.8 40.0 40.0 40.4 
New Orders in Manufacturing Industries¢ $ Million 3,846.0 4,084.8 4,100.2 4,045.6 3,981.3 4,130.2 3,993.7 4,267.3 4,334.7 4,216.9 4,267.0 4,216.1 4,370.4 
Building Permits Issued in Ontario, 
Non-Residential Construction $ Million SHY INES IA) Wiles 74.9 139.8 92.6 146.2 67.3 64.6 48.4 128.3 
Urban Housing Starts (Annual Rate) Number 65,800 64,100 48,400 88,000 67,900 75,000 73,000 99,400 82,900 73,600 98,500 77,500 82,900 123,100 
Money Supply $ Million 32,083 32,540 33,131 33,526 34,281 34,686 35,009 35,456 35,978 36,406 36,964 37,423 38,281 38,671 
T.S.E. Industrial Index" 1956 = 100 17. eet eS | Ole Oe Lf) Oe Le Oe) n/n OS | OD) On OO: Cel OO. 2 amen SG Om O73 ae O3-0 
Business Failures" Number A! 70 100 81 88 66 60 55) 40 78 94 61 44 61 
Business Failures — Liabilities" $ Million 11.6 4.5 52 3.8 3.4 De: 8.0 523 PA 5.6 3)d/ Shall 3.4 4.7 
Coincidental and Lagging Indicators 
Gross National Product* (Annual Rate) $ Million 88,432 91,156 93,344 I5)35) 1/72 
Average Hourly Earnings in Manufacturing Dollars Oro 3.43 3.42 3.44 3.46 3.48 3.46 3.47 3.49 3.51 B52 3) Bis: 
3-Month Treasury Bill Rates" Per Cent 4.68 4.06 3.16 3.00 3.03 33.537) 3.68 3.79 4.06 3.47 3.24 3), 3.36 3.45 
Cheques Cashed in Clearing Centres! $ Million Coe) WAV ESO WS We WIN = Wey eyes TECK PAL ANS ORS PCV T/ 
Retail Trade $ Million 900 941 947 995 992) 989 983 O72 OOO MOOI O30 -OO3maelA OSI 
Labour Force 000’s SAS) SPI SIAL BY PLING) BI) BVM) ays} aVS GY ONS) ay ST SKU BY VAO) SSIS) BSP 8) 
Employed 000’s 3,04. 04.5umeS: 04 lees 0293; 05 Ors: O60 S208 ls: OSON eS 106m SiS) 3503.6, 19S 197) e374. 
Unemployed 000’s 2 169 162 180 171 164 150 164 179 186 185 165 162 151 
Unemployed as % of Labour Force Per Cent 5.4 5:3 Se 5.6 5:3 Sail 4.6 Doll 5.4 5.6 5.6 5.0 4.8 4.5 
Wages and Salaries $ Million G40 IE GOC9 IGS Slay] 0 le 42/54 el 4A OS men oe le lela? SZ le 786 
Index of Industrial Employment 1961 = 100 13059 eae 31 ORS 14 eee 32 See See So Sls 2-Omn 132.2 52, Se 2-3 eS 0,0 mes OF Sau S OFS 
Index of Industrial Production* 1961 = 100 ASO eee sme 1/4 3 Om LW 47 Le a LO ee OOD ae SEO ent Sil ee S 3.3 ee SS. LOS Lo 
Total Manufacturing® NFO eee AMY — GO) Ni TAS ALD Gib Ks TRS TRS TO) ITE sy IPRS ets 
Non-Durables* SAS eeeel > Ol 4 eel: uml 2sOmmmel) 471mm 4 Ome 4 OMEN OrS mm O- Sn 595) Men 5-2 el Oem OO LIne S825 
Durables* SES O42 ee Se 22 e228 eel OS 7) ee 935/19 S20 me? OO! SmmmeO3e5m2O0 2a 2004 e045 20428 
Mining*® 107.8323 aan] 5m SO en L/L SL OS 41 On 8414 ee SS LOmn SS. Om So. Onmn 191 Ommmnl S720 mmo. 2 
Electric Power and Gas Utilities¢ XL As) WY POY ile ORS AOI BORO POG ANS Bible PSE BhILERy aPliie 
Primary Energy Demand (Annual Rate) BKWH 7262s O74] OOS.) 4 O12 le O52 4.860 07253 09°82. ame. Sa O8:- OOM 0:26 O8:S5mme 7 OsL9) 72-37 
Exports (including re-exports )° $ Million 1643 Oats 5 9 lel 3mm 5mm 464 aml) Oem le4 4 Onl oi OMNES 45m) OM 495mm 4.62 eel. 
Imports° $ Million IP? Sel Slee 3.3 Ole Sil ele? Omen 3 430ml SD lean eS Orme 284 ele 4 Oi) eee eS) Oumnnle 4) ml, 4.).3 ee a2, 
Unclassified Indicators 
Foreign Exchange Reserves%" U.S. $ Million 3,816 3,868 3,944 3,962 3,998 3,977 4,056 4,319 4,308 4,379 4,573 4,852 4,838 4,841 
Industrial Materials Price IndexS" 1935-39 = 100 264.2 266.0 266.4 267.6 267.1 267.4 266.6 267.4 267.1 266.9 268.5 2,698 277.1 
Consumer Price Index" 1961 = 1100 3 OFS ees O!9 meni leo nS 22) S24) ee oS One S421 35:0 Mel 3 4470S 4-9 elo ).4 mee S29 el SOn ee S723 
Toronto" 12: OS 2/7 12 Se 29 De 1 Sef 3 2 eel 3) Gm 3 O77 a O22 ee SO! Some S enn 32:0) 13278 
Ottawa" 27 ES Ses mee) een) 9/1 OF ame SOO mm oil SS. 210 mee Slee 31: Omens 23 350ml SSO men 33,9) 
Thunder Bay" 1969 = 100 102.0 102.3 102.6 103.0 103.5 103.7 104.2 1046 105.2 104.8 104.9 105.4 105.8 106.3 
Purchasing Power of 1961 Consumer Dollar" 0.77 0.76 0.76 0.76 0.75 0.75 0.75 0.74 0.74 0.74 0.74 0.73 OS 0.73 


¢Statistics for Canada. 
wNot seasonally adjusted. 
'1Ontario less Toronto. 
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Ontario Structure of Production 


4, Kubursi and R. H. Frank* 
NTRODUCTION 


onal income statistics such as those on 
oss National Product’, “Disposable In- 
e”, and “Personal Consumption Expen- 
res” have often been used to describe 
working of the economic system. Re- 
ly, however, economists have found it 
ssary to penetrate below the surface of 
al statistics, and to examine the struc- 
| interdependence of the system.! 
is now generally recognized that each 
omic system has a complicated internal 
‘ture that determines its performance, 
that the study of this internal structure 
become indispensable to the proper 
standing and control of the economy. 
is perhaps why, over the past few 
des, the internal economic framework 
large number of countries and regions 
deen described by a technique known as 
ut-output” analysis. 
1e basic tool of this body of analysis is 
inter-industry” table which consists of 
of linear formulae connecting the levels 
tivity of the various sectors of an econ- 
? Each sector is considered to “buy its 
's from other sectors and to sell its out- 
to other sectors, and in the “open” 
on of the system, to an “autonomous 
rt which has no output of its own. The 
mMomous sector”, if there is one, repre- 
final demand and is unexplained within 
10del. The major advantage of this table 
at it reveals the indirect relationships of 
onomic system and facilitates the eco- 
iC justification and interpretation of 
indirect relationships and their conse- 
ces by input-output analysis. 
is paper is an attempt to use the input- 
it system of Ontario? as a basis for a 
led analysis of some of the economic 
technical implications of sectoral inter- 
ndencies in the Ontario economy. In 
cular we shall examine and determine 
mplications of the following: 


le nature and extent of indirect and 
iduced links among the various sectors 
f the economy; 


1€ various primary and induced income 
nd employment multipliers of each sec- 
or; 

1¢ different types of productive sectors 
lassified according to their input uses 
nd output distribution; 


1€ nature and extent of backward link- 
ses among sectors; 


authors are, respectively, Assistant 

ssor of Economics, McMaster University 
onsultant to the Economic Analysis 
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5) the nature and extent of forward linkages 
among sectors; 


6) the determination of measures of dis- 
persion of the various coefficients of 
linkages; 


7) the identification of “key” sectors of 
Ontario’s economy; 


8) the nature and extent of dependence of 
the various sectors on the various cate- 
gories of final demand, and 


9) the construction of an overall index of 
performance for each sector of produc- 
tion. 


The general plan of this paper is to con- 
sider each of these topics separately. We 
shall start with the question of determining 
the direct, indirect and induced output effects 
of each sector in response to a dollar change 
in the final demand of any sector j.4 


If THE NATURE AND STRENGTH 
OF INDIRECT AND INDUCED 
SECTORAL LINKS 


The technical input-output matrix reveals 
the direct connection of an industry with 
others. However, an industry may directly 
sell to or buy from only a few industries, but 
its customers and suppliers may be con- 
nected with many industries. This industry 
may thus have a profound influence on the 
economy through its indirect relations with 
other industries. Therefore, it is essential 
that one considers all direct and indirect re- 
lations that a given industry has with all 
other industries. 

To evaluate the direct and indirect rela- 
tions an industry has with other industries, 
we have to evaluate the “matrix multiplier” 
(I — A)—. This is so since the gross output 
levels -x’s- required to sustain a given vector 
of final demand f in the open model is 
determined by the following equation system: 


x = (I— A)—'f (1) 


If the inverse of the (I — A) matrix exists, it 
may be expressed by means of the binomial 
expansion:> 


i eee (1) P(A) 


ea (—A)? + @)) 
(—1)(—2)(—3) 


7 I-4(—A)} +... 


STE TASS IAS TAS. 
SU ACE At Ae Aare 


k= 


So 


The inverse matrix, (I — A)—!, indicates 
the total direct plus indirect output required 
per unit of final demand. The series in (2) 
simply explains the general composition of 
this total output requirement. The first term, 
I, accounts for the one unit of output to be 
delivered to final demand. The second term, 
A, indicates the direct input required to pro- 
duce this unit of final demand. The next 
term, A?, indicates first-round indirect in- 
puts required to produce the direct input A, 
etc. Due to the fact that the elements of the A 
matrix satisfy the Hawkins-Simon condition, 
ai) decreases as k increases and the 
(I — A)—'! is approximated by the sum of 
the powers of A. 

If we represent the elements of the 
(I — A)—! matrix by c;;’s, the sum of the 
column elements of the (I — A)—! 


'W. W. Leontief, Input-Output Economics 
(Oxford: Oxford University Press, 1966). 
2Robert Dorfman, “The Nature and 
Significance of Input-Output’, Review of 
Economics and Statistics, (May, 1954). 

3R. H. Frank, S. M. Batrik and D. Haronitis, 
“The Input-Output Structure of the Ontario 
Economy”, Ontario Economic Review, 
(Jan./ Feb. 1970). 


4It is generally assumed throughout the paper 
that the reader is familiar with the basic 
techniques of input-output analysis. Introduc- 
tion to Input-Output Economics (New York: 
Holt, Rinehart and Winston, 1969) by 
Chiou-Shang Yan provides an elementary 
exposition of this subject. 

co 


5The system »S Ak = (I — A) is not true 
k=0 

for any arbitrary A, but it holds when A 

satisfies the following conditions: 


(L)0<a;<1 forall (i, j), 


(2) Sas<i for all j. 
1 


These two conditions are generally known as 
the Hawkins-Simon Condition. For further 
details see, D. Hawkins and H. A. Simon, 
“Note: Some Conditions of Macroeconomic 
Stability”, Econometrica, (July - October, 
1949). 


Branch, Economic and Statistical Services 
Division, Department of Treasury and 
Economics. The authors wish to acknowledge 
the editorial assistance of Mr. John Morning 


and the computer assistance of Mrs. Margaret 
Derrah. 
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(3) 


n 
ba Ciyy = Cj 


i=1 


indicates the total input requirements (direct 
plus indirect) for a unit increase in the final 
demand for industry j. This is so since from 
(1) we have, 


x — (I— A)"'f 


If we replace the vector f in (1) by another 
column vector e whose entries are all zeros 
except in the j'® position where we have one, 
we obtain: 


X4 Ci1-.~.- Cin 0) Ci; 
Xo 6) 
0) : 
= Tig nas (4) 
Xn Cur. ++ Cnn 0 Cnj 
ea om | a 


The total output effect in (3) is obviously the 
sum of the column vector (C1), Coj,..... Cnj) 
in (4). This total output effect of a dollar 
increase in the final demand in sector j takes 
into account only the repercussions of the 
initial change in the final demand for that 
sector. But the repercussions of the initial 
unit change in sector j’s final demand do 
not terminate here. In fact there is additional 
income generated in the process of producing 
an extra dollar of output j and this is bound 
to induce more consumption and conse- 
quently more production. 

To evaluate the overall output effect 
(direct plus indirect plus induced) within 
the input-output framework we have to re- 
late consumption to value added in such a 
way that consumption may be considered as 


the “input” necessary to produce the “out- 

put” of income. In other words we have to 

treat households as a production sector. 
Let us define a new matrix B such that: 


(5) 


where h represents a row vector of value 
added per unit of output in each sector; 
c* is a column vector of average propensity 
to consume per industry, the typical c\* —& 
s 
where 7 is total income and ¢; is consumption 
from industry i; 
A is the technical coefficient matrix. The 
input-output system will now appear as: 


(I — B) x* — f* (6) 


i : 
where x*,— B and f* — | where f? is f 
a 
exclusive of consumption. 


In a less compact form (6) appears as 
follows: 


The solution of this system, if it exists, is 
represented by (8): 


(8) 
If we denote the elements of the (I — B)—! 


matrix by bj;’s, the sum of the column ele- 
ments: 


Dds = by forall jee no) 
i 


6Let us illustrate this by a hypothetical n-sectors example. 


Let A? = 


— 
2 n 
» 44K k1 ~ 1x4 kn 
k— k=1 
n n 
Se Anak +++ DS AnKakn 
k—2 (op | 
a 


If we denote the (i, j)** element of A? by a;,(2), it is then true that the element a,,!2) is the product 

of the i row and the j* column of matrix A. The j? column of A indicates the input required to 
produce one unit of output j; and the itt row of A indicates the input of the ith sector needed 

to produce one unit of output in each sector. Therefore a,;'2) is precisely the amount of sector i goods 
needed to produce the direct inputs needed to produce the direct input requirements of one unit 


of final demand for product j. 


indicates the total direct plus indirect 
induced output effects per dollar ine 
in the final demand of the j'® industry. 
interesting to note that the last row o 
(I — B)—! matrix represents the “out 
households must produce per dollar of 
demand of each industry. Since the “out 
of households is exactly the income ea 
by households, the last row in fact indi 
the total income generated from one d 
of final demand of each industry. It ine 
not only the direct and indirect in 
effects but also the induced income ef 
This follows from the fact that we inel 
households in the production sectors y 
enables us to take into account increas 
consumption due to increases in incom 
To separate the total induced o 
effects per dollar increase in the final der 
of, say, industry j, we have to subtract e 
tion (3) from (9). Let 
Yj=bs—cs= D>) (by — cy 
a ‘ 


for all ==" 


Similarly, the total indirect output effect 
dollar increase in the final demand o 
j* industry may be written as: 


‘ 
@;= (cj; — a5) = >, (cy — ay) 


i=1 


for all j= ae 


The total direct output effects per ¢ 
increase in the final demand of th 
industry are then: 


n 
Sia SS aij 
i=1 


forall.) = oa | 
where aj; is the amount of resource i ni) 
to produce one dollar’s worth of outpu. 
The Y;, ©; and 8; are represented for: 
sector j in Table 1 and their relative m! 
tudes are visualized in Chart 1. 
From Table 1 and Chart 1 we are a: 
see that a dollar increase in the final de: 
of sector (3), (Meat and Poultry), 1° 
in the largest total direct plus indirec? 
induced output effect. Next in magniti! 
sector (8), (Other Food Industries ! 
lowed by sector (4), (Dairy Products) 
It is interesting to note that the? 
largest total output effects are produc 
increases in the final demand of the ! 
“food” producing sectors. On the other 


7TThe SIC’s belonging to each sector are 
reported in Table A2 in the Appendix. 


! 
| 


aca total output effects are produced Chart 1 — Total Direct, Indirect, and Induced Output Effects by Industry 


ncreases in the final demands of Utilities; 
ing; and Distilleries, Breweries and 


a Number eee SSCSC*iR 
pon examining the three components of peel 


tal output effects we find that the Com- 
ications and Other Services sector contri- Ee 
s the largest total induced output effect. OSES 
Vehicles and Aircraft, and Agricul- 

Forestry and Fishing rank second and 
Tespectively. It is not surprising that the 
x the coefficient c;* is, the larger the 
ed output effect of a dollar increase in 
inal demand of sector if 

he largest total indirect output effects 
generated by increases in the final de- 
ds of Plastics and Synthetic Resins; Meat 
Poultry; Dairy Products; Other Food 
stries; Leather and Leather Products; 
t and Varnish. The largest total direct 
ut effects are produced by Plastics and 
hetic Resins; Petroleum Refineries and 
Products; Meat and Poultry and Dairy 
ucts. 

is rather difficult to explain the factors 
determine these rankings without dis- 
>gating the total effects into their re- 
‘ive components. Consequently, we pro- 
2d to break-down the elements of b.;, 
id a.;. Thus, let 


Yi = by — cy 
mer 1,...n;j=—1,...n) (13) 


P35 = Cij — ay 


| 
Mme 1,...n;j—1,...n) (14) 


Bij = aij 
fee i>... .n;j = 1,...n) CL5)) 


indices in (13), (14) and (15) reveal 
letailed composition of the direct, in- 
t and induced output effects in every 
Tr i generated in response to a dollar 
ase in the final demand of the jt sector. 
> Al in the Appendix presents these 
cients for the 49 sectors. Every entry 
is table consists of three items arranged 
€ following order ;. For instance, a 

Pi; 

Vy 
f increase in the final demand of Agri- 
tal goods will result in 81; — .06656 
. 1, = 1.06193 
Vii roost 


’s worth of direct, indirect and induced Direct Indirect fia | Induced 


0.1000 
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Table 1 — Total Direct, Indirect and Induced Output Effects 


Industry No. 
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Industry 


Agriculture, Forestry and Fishing 
Mining 

Meat and Poultry 

Dairy Products 

Grain Mills 


Biscuits and Bakeries 

Sugar and Confectioneries 

Other Food Industries 

Soft Drinks 

Distilleries, Breweries and Wineries 


Tobacco and Tobacco Products 
Rubber Products 

Leather and Leather Products 
Cotton Yarn and Cloth 
Synthetic Textiles 


Knitting Mills 
Clothing Industries 
Other Textile Mills 
Sawmills 

Furniture and Fixtures 


Other Wood Industries 
Pulp and Paper Mills 
Paper Products 
Printing and Publishing 
Iron and Steel Mills 


Other Primary Metals 

Fabricated and Structural Metals 
Metal Stamping, Pressing and Coating 
Other Metal Fabricating Industries 
Miscellaneous Machinery 


Motor Vehicles and Aircraft 
Other Transportation Equipment 
Electrical Appliances 

Electrical Industrial Equipment 
Communication Equipment 


Other Electrical Products 

Clay, Lime and Cement 

Other Non-metallic Mineral Products 
Petroleum Refineries and Coal Products 
Plastics and Synthetic Resins 


Paint and Varnish 

Pharmaceuticals and Medicines 

Other Chemical Industries 
Miscellaneous Manufacturing Industries 
Construction, Maintenance and Repair 


Transportation, Storage and Trade 
Utilities 

Communications and Other Services 
Unallocated Sector 


Total 
Direct 
Effect 


.47408 
42647 
.86032 
81443 
.81210 


.60415 
.62622 
.76988 
52866 
40544 


735. 0il 
59199 
65154 
.64075 
.62017 


.64691 
57036 
.60667 
54558 
57684 


.60675 
52267 
.67405 
45500 
50169 


.65004 
49927 
.65076 
.61467 
52854 


64927 
64358 
.65549 
55443 
.60156 


.66335 
55693 
Silay 
.86372 
90566 


OVO 
62516 
.64449 
.63064 
.54080 


31570 
.33609 
26441 
99847 


Total 
Indirect 
Effect 


1.63964 
1.54553 
221302 
2.12750 
2.09079 


1.99691 
1.93680 
2.18242 
IES 252 
1.60286 


1.95699 
1.97967 
2.07491 
1.97003 
1.92368 


1.95943 
1.81569 
1.90655 
1.64641 
1.78080 


17172 
1.61523 
1.94074 
1.57203 
1.60149 


1.89010 
159389 
ASE 
1.81530 
1.64217 


193237) 
1.85198 
1.86361 
1.75946 
1.85025 


1.96815 
1.67036 
1.76339 
1.92568 
2.49589 


2.07850 
LAE TAW 
LSA 2 
2.01431 
1.63324 


13 709T 
1.28666 
iL s3iltes3}5) 
EO S357 


Total 
Induced 
Effect 


.16051 


06259 
10363 
03709 
04436 


.02395 
.02708 
.09097 
01173 
02111 


.00785 
ONO TZ 
.01766 
.02856 
.03485 


.01176 
.06937 
(04215 
.00929 
.02102 


.00985 
.02908 
03598 
04599 
.05880 


05481 
.00456 
01524 
.06398 
.00763 


.23033 
.01090 
01421 
.00437 
L015 55 


.00825 
.01073 
.01638 
.07296 
.01493 


.01038 
.01671 
.07358 
.03998 
.09376 


.64264 
08516 
89616 
.20308 


output effects in the Agricultural secto 
spectively. Accordingly, Table A1 alloy 
to assess the various direct, indirect an 
duced linkages among sectors and 
serves as a basis for the development o 
various coefficients of linkages in the sys 
A matter related to the direct, indirect 
induced output effects of a dollar increa 
the final demand of a given sector, i 
income effects of that change. The maf 
of output into income in the input-on 
context turns out to be a simple matter: 
the information needed to carry the 1 
pings are part of the input-output syste 


Ill SECTORAL INCOME AND 
EMPLOYMENT MULTIPLIERS 
THE ONTARIO ECONOMY 


The macro “Keynesian” multipliers an 
particular the income multipliers are si 
the overall total of direct and indirect ef 
of a dollar increase in final demand. 
summing of direct and indirect inc 
effects is quite similar to the summing 0 
direct and indirect output effects in 
input-output context discussed in the 
ceding section. In fact, it is also possib 
use the input-output techniques to eva 
the income effect due to a change in) 
demand. By its very nature macroecono 
is concerned with the economy at large 
strictly at the most general level and tl 
also true of its income multipliers. 
question of what industries will produc 
extra output when final demand is ineré 
is irrelevant to macroeconomic analysis. 
shortcoming of macroanalysis can, how 
be eliminated if the input-output meth) 
used instead.8 Input-output analysis — 
with smaller components of the eco1’ 
than macroeconomics and its emphasis 
individual sectors not the national tota’ 
Starting with the input-output syste’ 
(1) we may change the gross output v 
into total income 7: 


» =h(— A)-'f 


The relationship (16) can be allocati 
industries by post multiplying it by the si 
ard basis vector e; instead of the vec 
Thus: 
n= hd —A)-te i 


The vector of incomes generated direct 

indirectly by a dollar increase in the! 

demand of the various sectors will th: 
y = h(I— A)"! 


8C. Yan, Ibid., pp. 65 - 69. 


le 2 — Simple and Induced Income and Employment Multipliers 


a 


Wage Value 
| Value Added Added Per Income Income Employment Employment 
Per Dollar’s Multiplier — Multiplier Multiplier — Multiplier 
Dollar’s Worth Worth of No Induced With Induced No Induced With Induced 
| Industry of Output Output Effects Effects Effects Effects 
Agriculture, Forestry and Fishing Ss) 10 1.56551 4.42093 2.61825 9.64012 
Mining il Pl 1.06281 3.00137 1.20423 3.66218 
| Meat and Poultry 14 10 SEO SG 15.68770 3.21226 9.58030 
: Dairy Products no) .14 5.16308 14.58039 3.12255: 8.91324 
| Grain Mills. le .10 3.33570 9.41984 2.83987 8.33129 
| Biscuits and Bakeries 40 29 2.29001 6.46690 1.78403 4.35328 
Sugar and Confectioneries 7/ 19 1.59182 4.49523 1.54746 4.14983 
Other Food Industries 28 stil 2.97304 8.39578 iB 23i Woke VY 
Soft Drinks 47 30 1.41421 3.99373 1.25616 3.11889 
Distilleries, Breweries and Wineries 59 16 1.24670 3.52069 1.62957 5.45368 
Tobacco and Tobacco Products 26 .08 3.66651 10.35412 4.14729 13.75671 
Rubber Products 41 DB 2.05230 5.79555 1.90315 4.91473 
Leather and Leather Products 39) 30 2.11598 5.97553 1.59196 3.64223 
Cotton Yarn and Cloth 36 JI) 1.05007 2.96536 89556 2.16005 
Synthetic Textiles 38 18 1.56639 4.42340 1.57950 4.31561 
Knitting Mills 3S) 24 2.61159 UBSUS NY 2.16554 5.35004 
| Clothing Industries 43 24 89359 2.52344 .86169 2.21388 
Other Textile Mills 39 18 1.63963 4.63032 ie Siliter 4.69590 
Sawmills 45 26 1.01215 2.85829 .98906 2.48675 
Furniture and Fixtures 42 Sil 2.16802 6.12245 1.80821 4.24262 
Other Wood Industries 39) 29 1.83007 5.16820 1.53842 3.63038 
Pulp and Paper Mills 48 ll 1.42941 4.03660 1.48077 4.22944 
Paper Products 33 oD 2.57662 UPUPS 2.12043 5.23677 
| Printing and Publishing 2S) 39) 1.78824 5.04995 1.49021 3.54542 
Tron and Steel Mills 50 .20 1.14010 3.21961 1.19857 352208 
Other Primary Metals BS) 24 1.44892 ~ 4.09168 1.24696 3.01613 
Fabricated and Structural Metals 50 DS) 1.68974 4.77191 1.60328 4.39030 
Metal Stamping, Pressing and Coating ESS) .20 2.70693 7.64420 25028 6.21584 
Other Metal Fabricating Industries 39 26 2.03767 5.75446 1.73340 4.26384 
‘Miscellaneous Machinery 47 .24 1.68572 4.76048 1.66287 4.47431 
Motor Vehicles and Aircraft oO) 16 2.01228 5.68267 Drlsaoll 5.78678 
Other Transportation Equipment .36 23 1.91920 5.41977 1.67158 4.12544 
Electrical Appliances 34 22 2.69615 7.61393 2.32022 5.86588 
Electrical Industrial Equipment 45 29) 217289 6.13610 S217 4.71499 
Communication Equipment .40 .26 2.10170 Se) 39) 115) 1.88898 4.57414 
Other Electrical Products 34 2D, 2.07815 5.86861 1.78365 4.37652 
Clay, Lime and Cement 44 D3 1.87065 5.28262 1.81031 4.82229 
Other Non-metallic Mineral Products 43 28 1.62949 4.60166 1.43705 3.53973 
Petroleum Refineries and Coal Products 14 04 5.25069 14.82764 7.20026 21.54019 
Plastics and Synthetic Resins .09 KO) 7.47293 21.10318 7.05882 19.05000 
Paint and Varnish BS) 19 2.13092 6.01768 1.86499 4.86596 
Pharmaceuticals and Medicines SH) 24 1.66540 4.70866 1.46039 3.67482 
Other Chemical Industries 6 16 2.16881 6.12462 2.28770 6.38336 
Miscellaneous Manufacturing Industries oi 28 2.06922 5.84342 1.65540 3.90740 
Construction, Maintenance and Repair .46 30) 2.17768 6.14975 1.80949 4.17481 
Transportation, Storage and Trade .68 42 97419 2.75109 .90236 22a) 
Utilities .66 18 1.05083 2.96755 1.23019 4.51455 
Communications and Other Services .74 a8} 1.26619 Be D093 1.44813 4.84027 


Unallocated Sector 
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where 7; is the jt" component of vector y and 


n 
— My 4h 


j=1 


But y represents the income vector that could 
be generated from a dollar increase in the 
final demands of the respective industries if 
the economy generated all its direct and 
indirect output requirements domestically. 
Since this is not true for Ontario we have to 
adjust the output requirements to reflect net 
domestic production. This can easily be done 
by multiplying system (18) by a diagonal 
matrix L whose diagonal entries are the net 
domestic output per dollar of total supplies. 
Therefore: 


Y,—h(—A)-'L (19) 


The symbol Y, refers to the domestic income 
vector. 

Generalizing the procedure adopted by F. 
T. Moore, we calculate what he refers to as 
simple income multipliers.9 


mY —h(I— A)-'L(A)-! ~— (20) 


where H is a diagonal matrix whose diagonal 
entries are the respective components of h 
These multipliers reflect the total increase in 
Ontario income when the income of a given 
industry is increased by one dollar. 
Similarly we can calculate what we shall 
refer to as the simple “employment” multi- 
pliers: 
mY =w(I— A)-'L(W)-!_— (21) 


where w is a row vector of the wage value 
added per dollar of output and W isa diag- 
onal matrix whose diagonal entries are the 
components of the w vector.!° 

The above simple income and “employ- 
ment” multipliers take into account only the 
income generated by the total production 
requirements of one dollar’s worth of output 
of sector j. But as we have already noted 
earlier the repercussions of the initial change 
in final demand do not end here. We have 
therefore constructed another set of multi- 
pliers which we shall call induced multipliers. 

Let Q = (I — B)-' and Q be the sub- 
matrix of Q which is formed by deleting the 
last column and row of Q. Then: 


m —hQ) (HL 


anda) aes A 
mY” = w (Q) (W)-'L 


(22) 


indicate the vectors of induced income and 
employment multipliers respectively. 


9F. T. Moore, “Regional Economic Reaction 
Paths’, American Economic Review, (May, 
1955), pp. 133-148. 

10For convenience’s sake we measure labour 
not in man-years but in terms of the total wages 


The four sets of multipliers are presented 
in Table 2 under the appropriate headings. 
The results of this table indicate that Plastics 
and Synthetic Resins; Meat and Poultry; 
Petroleum Refineries and Coal Products and 
Dairy Products generate respectively the larg- 
est simple and induced income multipliers in 
Ontario. Grain Mills; Other Food Industries; 
Tobacco and Tobacco Products; Metal 
Stamping, Pressing and Coating; Electrical 
Appliances and Knitting 
Mills also generate signifi- 


industries according to the pattern of o 
distribution and input sources. We co 
that the characteristics of an industr 
in part describable by the proportions 
output sold to other industries (for 
mediate use) and to final demand; anc 
by the proportion of the ultimate facte 
production used to produce a given 
modity, that are employed in the ¢ 
producing that commodity. 


total sales of intermediate product by indu 


cant income multipliers, Detigy== 


both simple and induced. 

The order and composi- 
tion of sectors is slightly altered when we con- 
sider “employment” multipliers. Petroleum 
Refineries and Coal Products rank highest; 
next down the list we have: Plastics; Tobac- 
co; Meat and Poultry and Dairy Products. It 
is interesting to note that Agriculture which 
ranks 36th among income multiplier generat- 
ing industries in Ontario, is however the 
eighth largest contributing sector to employ- 
ment generation. Furthermore, the Construc- 
tion sector which is generally considered to be 
a high employment and income generating 
sector does not rank as high as expected. In 
fact, it ranks slightly above 
average in generating income 


total output of industry i 


A large ¢; means that industry i is a 
portant supplier of materials and — 
finished goods rather than a supplier of 
goods. 


Actually, 


Similarly, let A; denote the proportic 
inputs purchased from other industrie 
industry j: 


fe ; __ total purchases of intermediate inputs by indu 
multipliers and not as high = P y 


as the average in generating 
employment multipliers. 

Generally the set of “Food” industries 
exhibits both large income and employment 
multipliers, while primary industries such as 
Mining and Primary Metals have on average 
both low income and employment multi- 
pliers. The results presented above hold 
equally for simple multipliers and induced 
multipliers; the basic difference is that of 
magnitude and, therefore, slight changes in 
rankings. 

We have already mentioned that the en- 
tries of Table Al form a basis for classifying 
and identifying various sectoral interdepend- 
encies. In the next two sections we shall 
illustrate some of its uses in these reports. 


IV TYPES OF PRODUCTIVE 
SECTORS IN ONTARIO 


The interdependence among productive sec- 
tors can be studied from several points of 
view. This section is devoted to the analysis 
of types of productive sectors by grouping 


and salaries. The relationship between salaries 
and wages and that of man-years is straight 
forward and one can therefore use these 

terms interchangeably. 

‘For a detailed coverage of these points and as 


total output of industry j 


Or, 


n 


hi Sy ayy SS Bij = 4,5 
i=1 


i=1 


A large 4; means that a large proporti 
industry j’s output is made up of § 
mediate products acquired from other 
ducing industries."! | 

For the economy as a whole, the ext) 
indirect factor use and the extent of in. 
demand are the same if we make alloy 
for foreign trade. The ratio of inter-se. 
use to total production of .610 constit): 
weighted average of either the ¢’s or tl 


However, there exists no necessary ¢C) 
tion between the two measures fo! 
single sector. 

In as much as the study of sectoral ‘ 
relatedness involves the relation of st 
on both the demand and supply side 


a possible reference to other countries 
coefficients see H. B. Chenery and T. Wat# 
“International Comparisons of The Struci® 
of Production”, Econometrica, (October, ? 
pp. 487-521. 


le 3 — Types of Productive Sectors 


~_ Output . : : 
i Final (Low @) Intermediate (High @) 
: I — Final Manufacture II — Intermediate Manufacture 
: kK  @ kK oO 
| 33 Electrical Appliances 655 .033 14 Cotton Yarn and Cloth .641 .672 
| 42 Pharmaceuticals and Medicines 625 .060 8 Other Food Industries .770 oP 
| 16 Knitting Mills .647 073 29 Other Metal Fabricating Industries 615 .784 
| 11 Tobacco and Tobacco Products aS) 145 15 Synthetic Textiles .620 833 
| 36 Other Electrical Products .663 162 23 Paper Products .674 854 
| 41 Paint and Varnish .676 178 26 Other Primary Metals 650 1.434 
32 Other Transportation Equipment .643 184 43 Other Chemical Industries 645 1.811 
Mifacturing 40 Plastics and Synthetic Resins 906. 594 49 Unallocated Sector SOS BSN) 
High A) 13. Leather and Leather Products 651 228 
| 4 Dairy Products 814 270 
31 Motor Vehicles and Aircraft .649 2. 
28 Metal Stamping, Pressing and Coating 651 283 
5 Grain Mills .812 380 
39 Petroleum Refineries and Coal Products .864 .400 
7 Sugar and Confectioneries .626 .414 
44 Miscellaneous Manufacturing Industries .631 419 
3 Meat and Poultry .860 28 
I — Final Primary Production IV — Intermediate Primary Production 
& 0) 
Biscuits and Bakeries 22 Pulp and Paper Mills 28) 657 
Soft Drinks 18 Other Textile Mills .607 oii} 
Furniture and Fixtures 2 Mining . 426 =. 1.04 
Clothing Industries 48 Communications and Other Services 264 1.96 
Miscellaneous Machinery 1 Agriculture, Forestry and Fishing 474 2.06 
Distilleries, Breweries and Wineries : X 25 Iron and Steel Mills SO2m LO 
Fabricated and Structural Metals 5 ; 46 Transportation, Storage and Trade 316 §=2.60 
Primary Electrical Industrial Equipment 
roduction Communication Equipment 
Low X) Rubber Products 


Clay, Lime and Cement 
Printing and Publishing 
Construction, Maintenance and Repair 
Other Non-metallic Mineral Products 
Sawmills 

Utilities 

Other Wood Industries 


begin by classifying sectors according 
ese two measures. Specifically, we will 
A simple two-way classification for each 
sure, based on whether the values of ¢’s 
’s are below or above their mean values. 
lese are shown in Table 3 for each in- 
Yy and their distribution in Table 4. 
> the value of these coefficients depends 


on the classification used, a greater degree 
of disaggregation would sharpen the distinc- 
tion between final and intermediate on the 
one hand, and between manufacturing and 
primary on the other hand. Despite the blur- 
ring due to aggregation, the distinction be- 
tween manufacturing and primary, and be- 
tween final and intermediate is sufficiently 


clear and few sectors, as Table 4 reveals, are 
close to their mean values. 

The present system of classifications at- 
tempts to focus on the different roles played 
by various sectors in the total process of 
production. Those sectors that fall under 
Final Primary are relatively independent of 
other producers and provide a direct link 
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Table 4 — The Distribution of @, and A; 


1.81147 
= 1.95874 


2en final users and the owners of prim- 
factors. Those in category II — Inter- 
ate Manufacture are at the other ex- 

. The cost of their use of primary 

s of production is less than the cost of 
purchased inputs, and more than 60 
i% of their output goes to other pro- 


‘ orth noting that industries with large 
pliers and large induced and indirect 
it effects fall under Final Manufacture, 
industries with low multipliers and out- 
ffects fall under Final Primary. 

me economists have gone as far as dis- 
ng a pattern of production over time. 
rough way they maintain that categories 
(Il, I may be thought of as successive 
s of production.'3 

is indeed true that sectors under cate- 
I represent a list of “mature” sectors, 
mhether one can discern a historical pat- 
of sectors maturing from stage III into 
to I remains an open question and is 
ad the scope of this paper. 

ie distinctions which we have drawn so 
eglect the fact that inter-sectoral trans- 
as may involve either one or many other 
rs and that the resulting patterns of 
lependence might, at least a priori. take 
finite variety of forms. In particular the 
cients used only reflect direct relation- 
, but we have already pointed out that 
dustry with little or no direct influence 
le system may generate significant im- 
through its indirect effects and/or in- 
1 effects. In the subsequent section we 
to the use of direct and indirect effects 
ted by their measures of dispersion as 
is of identifying key sectors. 


HE KEY SECTORS IN THE 
CONOMY OF ONTARIO 


averages of the total input requirements 
unit increase in the final demand for 
» sector 


_ 1 

a =~ ¢: Cjiaslas DD) (26) 
i=1 

nterpreted by Rasmussen “. . . as an 


late of the direct and indirect increase 
utput to be supplied by an industry 
-n at random if the final demand for the 
ucts of industry j (j = 1, . nm) in- 
es by one unit.”!4 


nery and Watanabe, Ibid., pp. 493-497. 
cit., p. 494, 

rephard P. Rasmussen, Studies in Inter- 
tal Relations, (Amsterdam: North- 

ind Publishing Con l952) ep: 133: 


A similar interpretation has been sug- 
gested by Rasmussen regarding the set of 
averages: 


io I 
A eh = ee IG SHON): 
j=1 


These sets in their present form are not suit- 
able for making intersectoral comparisons 
and for this purpose the set of averages are 
normalized by the overall average defined as: 


1s Sane 2 = de 
ts al i (28) 


Let us then consider the following indices: 


U;= Soa 5 ze (29) 


and 


1 
LF ees (30) 


1 
/ 20) > Ci. 
U; and U; were interpreted by Rasmussen 
as the “Index of Power of Dispersion and 
the Index and Sensitivity of Dispersion”. 
Recently Hazari!> interpreted them as meas- 
ures of Hirschman’s backward and forward 
linkages. 

Since the average 


Us S U;/n = S U/syn= 1 Ct) 


j=1 i=1 


bes 2 (cy ey aoe 


it implies for any sector i with U; > 1, 
that its output will have to increase more 
than others for a unit increase in the final 
demand of the whole system. Similarily, for 
any sector j with U; > 1, it implies that sector 
j absorbs more than the average of the whole 
system of outputs of other sectors, and vice 
versa, if U; < 1. Hazari justifiably notes that 
the indices in (29) and (30) are based on 
the method of averaging and therefore in- 
fluenced by extreme values and may give 
misleading results.16 He also devised two 
other indices to be used in conjunction with 
U; and U;. These are shown in equations 
(32) and (33). 


A high V; may be interpreted as indicating 
that a particular industry draws heavily on 
one or a few sectors and a low V; as a sector 
drawing evenly from other sectors. Similarly 
one can interpret the V;,’s in the same way. 

Adopting Hazari’s criterion, a key sector 
is one which has: 


(a) both U; and U; greater than U or 
(Ops Mand UR a) 
and 


(b) both V; and V; are low relative to 
their averages. 


This definition of key sectors can again be 
identified with Hirschman’s definition of a 
key sector as one with high forward and 
backward links. Hirshman’s definition, how- 
ever, does not impose any restrictions on 
variability. !7 

In Table 5 and Table 6 we present a two- 
way classification of U; and V; and their 


1/2 


(32) 


for alla =e) 


n 


which is equivalent to the standard deviation of the >» C;; divided by their average. This is 


known as the coefficient of variation index. 
Similarly, 


n 


Wi ( : 


j=1 


= Pe no)? 


1SBharat R. Hazari, Empirical Identification 
of Key Sectors In The Indian Economy’, 
Review of Economics and Statistics (May, 
1970), pp. 301-305. 

16B. R. Hazari, lbid., p. 302. 


i=1 


1/2 


(33) 


1 
Tate 
n 
Orel (Gi = IL, 6 5 0 il) 
114. O. Hirschman, The Strategy of Economic 


Development, (New Haven: Yale University 
Press, 1958). 
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Table 5 — Backward Linkages and Their Coefficients of Variation 


Low V; 


High V, 


I — Sectors with Low Backward Linkage 
and Low Coefficient of Variation 


V; 
Soft Drinks 3.04 
Clothing Industries 33.115) 
Furniture and Fixtures 3.08 
Metal Stamping, Pressing and Coating B23 
Other Metal Fabricating Industries 3:35 
Miscellaneous Machinery 3.40 
Electrical Industrial Equipment Bal) 
Construction, Maintenance and Repair 3.30 


III — Sectors with Low Backward Linkage 
and High Coefficient of Variation 


Mi 
Agriculture, Forestry and Fishing 3.76 
Mining 3.87 
Distilleries, Breweries and Wineries 3.63 
Sawmills 4.59 
Other Wood Industries 3.54 
Pulp and Paper Mills 4.45 
Printing and Publishing 3.83 
Iron and Steel Mills 4.16 
Fabricated and Structural Metals 3.65 
Clay, Lime and Cement 3.69 
Other Non-metallic Mineral Products SyA7/ 
Transportation, Storage and Trade 4.67 
Utilities 5.28 


Unaliocated Sector 5.01 


II — Sectors with High Backward Linkage 
and Low Coefficient of Variation 


Na 

3 Meat and Poultry 38) 

4 Dairy Products 3.29 

5 Grain Mills 2.94 

6 Biscuits and Bakeries 219 

8 Other Food Industries 3.00 
11 Tobacco and Tobacco Products 3232 
12 Rubber Products 55) 
13 Leather and Leather Products 5 
15 Synthetic Textiles 3.30 
16 Knitting Mills 3.00 
23 Paper Products 3.50 
32 Other Transportation Equipment 3.45 
33 Electrical Appliances 2.95 
35 Communication Equipment 3.43 
36 Other Electrical Products 2.86 
39 Petroleum Refineries and Coal Products 325 
40 Plastics and Synthetic Resins 2.89 
41 Paint and Varnish 2.90 
42 Pharmaceuticals and Medicines 3.00 
43 Other Chemical Industries 3.40 
44 Miscellaneous Manufacturing Industries 3.00 
49 Unallocated Sector 2.90 


IV — Sectors with High Backward Linkage 
and High Coefficient of Variation 


Vi 
7 Sugar and Confectioneries Sal 
14 Cotton Yarn and Cloth 3.97, 
18 Other Textile Mills e)// 
26 Other Primary Metals 4.19 
31 Motor Vehicles and Aircraft 3.85 


6 — The Distribution of U; and V; 
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Table 7 — Forward Linkages and Their Coefficients of Variation 


I — Sectors with Low Forward Linkage II — Sectors with High Forward Linkage 
and Low Coefficient of Variation and Low Coefficient of Variation 

V; Ui Vi 

3 Meat and Poultry 4.30 .87 1 Agriculture, Forestry and Fishing 222 

5 Grain Mills 4.17 iT 2 Mining 225 

8 Other Food Industries 3.60 97 15 Synthetic Textiles 3.43 

18 Other Textile Mills 3.90 94 22 Pulp and Paper Mills 3)°5)1l 

28 Metal Stamping, Pressing and Coating 4.37 65 23 Paper Products 3.14 

39 Petroleum Refineries and Coal Products B25) 96 24 Printing and Publishing PAS 

Low V, 40 Plastics and Synthetic Resins 3.78 84 25. Iron and Steel Mills 2.00 

44 Miscellaneous Manufacturing Industries 3.90 81 26 Other Primary Metals 250 

45 Construction, Maintenance and Repair 296 .96 29 Other Metal Fabricating Industries 2.34 

43 Other Chemical Industries 1.90 

46 ‘Transportation, Storage and Trade 84 

47 Utilities 33 Alf 

48 Communications and Other Services OF 

49 Unallocated Sector 87 

J eee 
IIf — Sectors with Low Forward Linkage IV — Sectors with High Forward Linkage 
and High Coefficient of Variation and High Coefficient of Variation 

V; U; 
4 Dairy Products 5.83 .60 
6 Biscuits and Bakeries 6.64 43 
7 Sugar and Confectioneries 5.80 .67 
9 Soft Drinks 6.71 43 
10  Distilleries, Breweries and Wineries 6.37 .46 
11 Tobacco and Tobacco Products 7.00 48 
12 Rubber Products 4.93 67 
13. Leather and Leather Products 6.58 54 
14 Cotton Yarn and Cloth 4.58 91 
16 Knitting Mills 6.72 44 
17 Clothing Industries 6.80 44 
19 Sawmills 4.94 .84 
High V, 20 Furniture and Fixtures 6.81 43 
21 Other Wood Industries 5.00 .64 
27 Fabricated and Structural Metals 6.00 48 
30 Miscellaneous Machinery 6.13 47 
31 Motor Vehicles and Aircraft 5.04 .80 
32 Other Transportation Equipment C2, so? 
33 Electrical Appliances 6.62 43 
34 Electrical Industrial Equipment 6.03 47 
35. Communication Equipment Spoke: =o 
36 Other Electrical Products 5.30 5) 
37 Clay, Lime and Cement 5.08 .64 
38 Other Non-metallic Mineral Products 4.93 pal 
41 Paint and Varnish 5)3)7/ 56 
42 Pharmaceuticals and Medicines 6.25 47 


le 8 — The Distribution of U,; and V, 
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Table 9 — Key Sectors in the Ontario Economy 


Sector 


Synthetic Textiles 
Transportation, Storage and Trade 
Paper Products 


Other Chemical Industries 


U; U; V; Vi 
1.04 1.02 3.30 3.43 
1.06 2.29 3.40 1.90 
1.07 1.14 3.50 3.14 
1.06 2.29 3.40 1.89 


Table 10 — Potential Key Sectors in the Ontario Economy 


Sector 


Other Metal Fabricating Industries 
Other Food Industries 

Other Primary Metals 

Plastics and Synthetic Resins 
Dairy Products 


Miscellaneous Manufacturing Industries 


U; UW; V; Vv; 

99 1.34 3.35 2.34 
1.20 97 2.99 3.60 
1.04 1.79 4.18 2.50 
1.40 84 2.88 257 
1.26 87 3.35 4.30 
1.08 81 3.00 3.90 


respective distributions. Obviously the sec- 
tors that fall under high U; and low V; such 
as Meat and Poultry; Dairy Products; Plastics 
and Synthetic Resins reveal a high absorp- 
tion rate from a large number of sectors of 
the economy. It should be emphasized again 
that these very same sectors appeared in 
“favourable” positions with respect to other 
criteria of classification. 

Similarly sectors with high U; and low V; 
can be identified from Table 7 and Table 8. 
Communications; Other Chemical Industries; 
Iron and Steel; Agriculture and Mining 
seem to be the prominent sectors according 
to this classification that refers to above 
average supply of direct and indirect output 
to a large number of other sectors. 

The sectors that possess both high U; and 
low V;, and high U; and low V, are the key 
sectors. Surprisingly only four sectors qualify 
in Ontario and these are sectors that did not 
rank high under the other criteria used. 

Other sectors may qualify were we to 
relax the strict conditions (a) and (b). 
Table 10 shows those possible candidates 
that may have qualified as key sectors but 
did not because of slight violation of one of 
the conditions in (a) and (b) while ranking 
better than average on the rest. 


The least prominent sectors according to 
this criterion and those exhibiting structural 
and linkage weaknesses are Soft Drinks; Dis- 
tilleries, Breweries and Wineries; Sugar and 
Confectioneries; Cotton, Yarn and Cloth; 
Clothing Industries; Sawmills; Furniture and 
Fixtures; Other Wood Industries; Fabricated 
and Structural Metals; Miscellaneous Ma- 
chinery; Electrical Industrial Equipment; 
Clay, Lime and Cement; Other Non-Metallic 
Mineral Products. 


VI SECTORAL MARKET 
DEPENDENCIES 


Structural and linkage weaknesses may how- 
ever be the result of the structure of trade 
in the economy. It is therefore important 
to analyse the contribution of the different 
categories of final demand to the generation 
of a demand for each individual sector. This 
necessitated the construction of a final de- 
mand matrix F whose typical element fi, 
represents output of sector i destined to final 
demand category j. The percentage contribu- 
tion of the different types of final demand to 
the generation of demand for each produc- 
tive sector is described in Table 11 using 
indices computed from the following system: 


D = (X)-!(I— A)-' F 


where X is a diagonal matrix whose « 
onal entries are the elements of the | 
output vector x. The typical element 4 
matrix D represents the percentage co 
bution of sector j to the generation of 
mand for the output of sector i. For inste 
di, shows that 65 per cent of the outpi 
the Agricultural sector is generated by he 
hold demand, while d,. shows that investr 
accounts for only three per cent of 
sector’s output. 

The magnitudes and signs of these en 
are instructive and illuminating. For inst 
under the last category, Trade Balance 
Other Final Demand, a negative sign i 
cates a net import position, a large pos 
magnitude may indicate a net export posi 
This table may serve as a practical g 
in searching for optimal industries to att 
and develop in Ontario. For instance, 
sector is a net importer we may be ir 
ested in attracting new industries or enc 
aging already existing industries to exp 
in order to substitute their output for 
sector’s imports. However, these decis 
cannot be made without a thorough revie 
the sector’s standing in the provincial e 
omy. This paper is devoted primarily to 
task of assessing the standing of each se 
We have already classified sectors accot 
to more than one criterion. We are thus 
position now to synthesize and consoli 
our results. 


VII SUMMARY AND CONCLUDIN 
REMARKS | 


The large number of criteria used to cla! 
and assess sectoral links and standing 
the economy clearly reveal that “fu 
mental” sectors can neither be defined 
identified uniquely. However, it is only : 
cal that we try to synthesize and consoli! 
our results in a meaningful way that ca’! 
used by planners or researchers indepen’ 
of their different objectives. Table 1 
construed to present this synthesis; se) 
are rated plus when they score above ol! 
equal to the average score under that crite« 
and minus when they score below avel? 
Also the pluses are identified with pos’ 
utility in the sense that low V;’s (below é? 
age V;) are associated with pluses and a’ \ 
average V;’s with minuses. This is also ! 
for the V;, imports and exports. Above ¢? 
age importation rates by a given sector! 


yle 11 — Percentage Dependence of Sectoral Output on Various Categories of Final Demand 


Final Demand Category 


Industry 


Agriculture, Forestry and Fishing 
Mining 

Meat and Poultry 

Dairy Products 

Grain Mills 


Biscuits and Bakeries 
_ Sugar and Confectioneries 
_ Other Food Industries 
- Soft Drinks 
_ Distilleries, Breweries and Wineries 


_ Tobacco and Tobacco Products 
- Rubber Products 

Leather and Leather Products 
Cotton Yarn and Cloth 

_ Synthetic Textiles 


Knitting Mills 
Clothing Industries 

- Other Textile Mills 
Sawmills 

Furniture and Fixtures 


Other Wood Industries 
Pulp and Paper Mills 
Paper Products 
_ Printing and Publishing 
Tron and Steel Mills 


Other Primary Metals 
Fabricated and Structural Metals 
Metal Stamping, Pressing and Coating 
Other Metal Fabricating Industries 

- Miscellaneous Machinery 


_ Motor Vehicles and Aircraft 

_ Other Transportation Equipment 
Electrical Appliances 
Electrical Industrial Equipment 
Communication Equipment 


Other Electrical Products 

Clay, Lime and Cement 

Other Non-metallic Mineral Products 
Petroleum Refineries and Coal Products 
Plastics and Synthetic Resins 


Paint and Varnish 

Pharmaceuticals and Medicines 

Other Chemical Industries 
Miscellaneous Manufacturing Industries 
Construction, Maintenance and Repair 


Transportation, Storage and Trade 
Utilities 

Communications and Other Services 
Unallocated Sector 


= 


— 


jd 


3 
1 


1 


1 
1 


Personal 


Consumption 
Expenditures 


.645517862 
517351465 
.109476697 
536954592 
.030694992 


.709659657 
.287150681 
.783936506 
991717842 
501523500 


.312452997 
349699251 
.680363986 
337612181 
.173385791 


.664167895 
.816299928 
819361743 
ASTM SP? 


548864036 


.392198449 
340566093 
563952490 
.540347079 


.383890325 


504894570 
.156889994 
.251172109 
.267523529 
.107142251 


453387730 
.456941664 
305395769 
082213765 
.194995525 


.298165623 


.237564494 


508119569 
.882485994 


584538984 


.590004430 
.901247060 
508790465 
506425810 
.202579364 


.063266498 
.205870490 
.8988 10549 
.733809013 


Investment 


.027881095 
.153708860 
.018645238 
013869348 
023415288 


.011916574 
.010521782 
.015307740 
.019418638 
.014943913 


0.000000000 
.081000681 
.016204442 
.154426105 
.092523710 


.001189601 
008135485 
.088881019 
.970708479 
.148068854 


468618126 
065556220 
.128611701 
.102205381 
.284077471 


425348577 
.260470801 
.089367947 
338050038 
.245363153 


.096386072 
386380747 
.036362159 
181488956 
.188770581 


309482673 
376694981 
184425618 
.129233614 
.155773891 


.206594646 
.019935280 
.084964755 
S257 2207 
553072804 


.255880984 
cll Sysiil S/S 
.066960848 
.170154223 


Changes 
in Inventories, 
Finished 
Goods and 
Goods in 
Process 


.004178986 
.0264408 16 
.000217012 
.003 133031 
.004283057 


.000627454 
.009954987 
.012288333 
.007409333 
.006205419 


.002474674 
.004707449 
.005991926 
.019328704 
017262843 


.002663560 
.002538323 
.008857235 
.022615903 
.002905826 


016778138 
005172327 
.014674000 
.012656687 
.053668962 


.026356951 
.020199950 
.009208139 
.023716622 
.012602109 


.010143810 
.013395052 
.010297094 
.004299699 
.015488387 


.016352075 
.011670251 
.011688982 
.008979037 
014598745 


.017633007 
.002273786 
.013967824 
.016928340 
.001596927 


.016635114 
012030777 
.003545802 
.014670782 


Changes 


in Inventories, 


Raw 
Materials 


.003315477 
023426429 
.002944497 
.001902875 
.004256565 


.001167449 
.005684116 
.003563951 
.002302431 
.001909337 


-000325437 
.006915164 
.005628836 
.049079435 
.018203032 


.001142308 
.000892440 
.011153546 
.037245065 
.001398603 


.013096556 
006574985 
012188416 
.014335008 
.065897363 


.046109790 
.006822086 
(OBIS) LSA 
.009322302 
.002653985 


.004988684 
.009230805 
.000899577 
.000930216 
.004022782 


.007347928 
.010783766 
.008918509 
.008967088 
.017290491 


015285911 
.002885205 
.011936524 
.009961208 
.002294540 


012492187 
.017926838 
.005478464 
023934711 


Provincial 


Government 
Expenditures 


.007794353 
.023694807 
.007581281 
.007857326 
.007536309 


.006202196 
.006136430 
.005056575 
.006715881 
.001654467 


.000677993 
.007018597 
.001621746 
019159222 
.007311021 


.000420877 
-.002281010 
.008659588 
.047289592 
.003861143 


.028956274 
.006026741 
.011690978 
014245131 
017392671 


.018654167 
.062974891 
013592462 
.016453310 
.002726664 


.001410531 
.005 195046 
.001132150 
.003273697 
.005499264 


011184695 
.030365914 
.010496892 
.023858505 
.010319302 


.019321337 
.014948838 
.011266466 
.008389436 
.023729540 


.034812705 
.015491787 
.011943643 
.017420686 


Municipal 


Government 
Expenditures 


Trade 
Balance 
and Other 
Final 
Demand 


OL2051727,  7.299283519 
.065307064  .190033979 
.012383820 —.150788928 
010662589 = .425654523 
011353334 —.081692321 
.010313712  .260042990 
.008469624 —.327964175 
.009865669 =.169942764 
015493094 —.043241725 
.004024777  .469664132 
.001098348  .688569521 
016193974  .534503416 
.004331610 .297866592 
.049301502 —2.628179480 
015787012 —.324377553 
.001757613 =—.3288 13903 
017446169 —.847485658 
014405230 .048647474 
.283790985 —1.118761645 
001161665 .293789528 
.048032386 .032295580 
014682678  .561464269 
029266885  .239626293 
042042094  .274156322 
048247250  .146828232 
091586960 —.112946300 
.222765906 = .269976215 
.012827719  .618312603 
.045862435  .299069494 
.003950154  .625584041 
004312216  .429379277 
014592742  .114323050 
.002513064  .643457840 
.003217203  .724596601 
013973084  .576727568 
.017007510 .340488334 
174641499 = .158351834 
025489446 = .250774532 
.064030499 —.117586229 
.023083298 .194350699 
.038083277 ~=—.113010981 
.011790869  .046578875 
027276488 .341791871 
019358651 = .287152304 
.028368494  .188364110 
053927224 —.437020950 
.170493447 —.545098323 
.063130622 —.049873546 


.045418740 —.005414546 
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Table 12 — Summary of Results 


: # 
Z 5 gs 2 iS 
e sin. Ben okb, (ees o8e 28 28 5 oe ecu 
g BB3 £83 $83 abe ses G9 32 GS 52 32 
2 Industry Aéh# Hon #68 ass ads a85 g5> 845 €3> fe 
1 Agriculture, Forestry and Fishing — _ at = oe = = ni fe IP : 
2 Mining — — — = = a = aie ts Ip E 
3 Meat and Poultry Sa oa + - + _ + FM I 
4 Dairy Products + + _ + - a + _ — FM I 
5 Grain Mills ae IF = aie ar ar ate = sr FM I 
6 Biscuits and Bakeries — + — | — + + _ _ FP E 
7 Sugar and Confectioneries + + — = — te = = = FM I 
8 Other Food Industries + + + + + + + -- + IM E 
9 Soft Drinks — — — — _ — + — - FP I 
10 Distilleries, Breweries and Wineries ~ — = — — — — — _ FP 
11 Tobacco and Tobacco Products + + = + = ar SF — _ FM E 
12 Rubber Products — Se — a + + + - _ FP E 
13. Leather and Leather Products + + — — — ae + — -- FM E 
14 Cotton Yarn and Cloth + + — — — ol = = — IM I 
15 Synthetic Textiles + = — a = at te + + IM Ii 
16 Knitting Mills + ole — ak a the ae a SE FM E 
17 Clothing Industries = — = = = = as = ee FP I 
18 Other Textile Mills = ab = = me le is = ae Ip E 
19 Sawmills _ = = Le = = = = = IP I 
20 Furniture and Fixtures _ — — de = = ae = a IP E 
21 Other Wood Industries ~ —_ = = = = es = == FP E 
22 Pulp and Paper Mills _ _ — = = ae = ze ate IP E 
23 Paper Products + + = ate de ae A. de a IM E 
24 Printing and Publishing = = = = = = = ae + FP [ 
25 Iron and Steel Mills — — = = ax = z ve ae IP E 
26 Other Primary Metals + = _ = = = dis ae IM I 
27 Fabricated and Structural Metals _ — = — == = = = a FP E 
28 Metal Stamping, Pressing and Coating 4+ _ — + a = di == 4h FM E 
29 Other Metal Fabricating Industries _ = _ — = = ab ae ak IM E 
30 Miscellaneous Machinery — = = = = = = as == FP I 
31 Motor Vehicles and Aircraft i + + — + + — -- — FM E 
32 Other Transportation Equipment + + — os = ae + = = FM E 
33 Electrical Appliances ae ae = + = ie a ae = FM E 
34 Electrical Industrial Equipment = = = 3 ab ee ab = _ FP | 
35. Communication Equipment _ ae = ae =e of ae = = FP E 
36 Other Electrical Products ae ae = = = Ah. ai = = FM } 
37 Clay, Lime and Cement a = == = at = =~ = = FP I 
38 Other Non-metallic Mineral Products _ — = = = = _ _ = FP }| 
39 Petroleum Refineries and Coal Products + + + + + + + — ae FM I 
40 Plastics and Synthetic Resins ate fh = aE sie a a pas alte FM } 
41 Paint and Varnish + + = = = dk a — = FM If 
42 Pharmaceuticals and Medicines aie at = = = ae ah os = FM ly 
43 Other Chemical Industries + + + + + co aa o oo IM Ty 
44 Miscellaneous Manufacturing Industries + a= = = = siF te a ae FM Ij 
45 Construction, Maintenance and Repair _ = ae AE = = ae = ae FP Ij 
46 Transportation, Storage and Trade ~ - co - - — — ao + IP If 
47 Utilities ss = ze = = =e = =i i FP }] 
48 Communications and Other Services = = ae — _ _ = + 5 Ie iB: 
49 Unallocated Sector + ap ab ? ? au — a A IM It 


: 

d minus, and plus for below average rates. 
ilarly, above average exports are rated 
;, and below average exports minus. 

\ striking result of Table 12 is the absence 
zonsistent sectoral ratings. Indeed, very 
sectors rank consistently positive or 
ative under most criteria. Accordingly, 
general conclusions can be made con- 
ing the relative standing and contribu- 
of any individual sector or group of 
ors without consideration of specific re- 
stions imposed by the nature of the prob- 
_and the objectives of policy makers. 
vever, once the nature of the problem and 
objectives are clearly defined, our results 
ald prove useful in assessing the relative 
tribution of these sectors to the economy 
arge. 


In general, however, the following results 


may be deduced from the findings reported 
in the tables: 


A 


Sectors with a net export position have 
generally limited forward and backward 
linkages with the rest of the economy, 
while sectors showing strong and viable 
linkages are on average net importers. 
(This suggests, that Ontario’s structure 
of trade is perhaps sub-optimal, i.e., in 
the sense that different arrangements may 
lead to improved domestic sectoral com- 
munications and interactions. ) 


The appreciable variation of multipliers 
suggests that the aggregate assessment 
and planning of government expenditures 
and programs should be supplemented by 
a microsectoral assessment. Furthermore, 


contemplated increases in government 
expenditures should be directed to speci- 
fic industries with high income and em- 
ployment effects. 


3. Finally, several sectors show insensi- 
tivity to induced changes in final de- 
mands. Moreover, the induced effects are 
on average smaller than anticipated rela- 
tive to other output effects. 


This paper represents an initial attempt at 
assessing the economic contribution and 
ranking of the individual sectors of the 
Ontario economy subject to specified restric- 
tions. Although the sectors are highly aggre- 
gated these preliminary results will provide 
a basis for a more detailed analysis of the 
complex industrial structure of the provincial 
economy. 


Appendix 


Table Al — Direct, Indirect and Induced Output Effects by Sector, per Dollar Increase of Final Demand 


7 gz E 
> 2s m e S - : 
5 Bale = SE a) Sw € 
Z Bos E cE oe 2 
ce <i & = =o fay Os E 
Industry 1 2 3 4 5 | 

1 Agriculture, Forestry and Fishing .06656 0.00000 49733 44577 33965 00 

1.06193 .00941 .24086 19484 14688 4 

.16051 .16051 16051 .16052 16051 16 

2 Mining .00130 .05410 00111 .00158 .00649 00 

.04997 1.02647 .04033 .04013 03514 02 

06259 .06260 .06259 .06260 .06259 OF 

3. Meat and Poultry .00081 0.00000 .21956 .00906 .04984 01 

.01236 .00494 1.07507 .01570 .03408 03 

.10363 .10363 .10363 .10364 .10364 IC 

4 Dairy Products 0.00000 0.00000 .00369 .19276 .00466 01 

.00284 .00222 .00546 1.05029 .00665 01 

.03709 .03710 .03709 .03709 .03709 03 

5 Grain Mills .09149 .00000 .00036 0.00000 .05784 4 

.01956 .00168 .07542 06412 1.05796 0: 

.04436 .04436 .04436 04435 .04435 04 

6 Biscuits and Bakeries 0.00000 0.00000 0.00000 .00008 0.00000 0.00 

.00082 .00097 .00088 .00102 .00101 1.06 

.02395 .02396 .02396 .02396 .02396 0% 

7 Sugar and Confectioneries .00020 0.00000 .00028 01816 .00969 0: 

.00233 .00056 .00310 01414 .00815 0! 

.02708 .02708 .02708 .02708 .02708 0; 

8 Other Food Industries .00266 0.00000 .02816 .00682 .08295 oll 

.01668 .00552 02997 .01862 .03806 0: 

.09097 .09098 .09098 .09097 .09097 0! 

9 Soft Drinks 0.00000 0.00000 0.00000 0.00000 0.00000 0.01 

.00054 .00068 .00058 .00063 .00071 0! 

.01173 .01174 .01174 01174 01173 0 

10 _ Distilleries, Breweries and Wineries 0.00000 0.00000 0.00000 0.00000 .00004 0.0: 
.00131 .00180 .00159 .00179 .00201 0 

LOZ aa 02111 02111 02111 02111 0 

11. Tobacco and Tobacco Products 0.00000 0.00000 0.00000 0.00000 0.00000 0.0 
0.00000 0.00000 0.00000 0.00000 0.00000 0.0 

.00785 .00785 .00785 .00785 .00785 0 

12. Rubber Products .00191 0.00000 0.00000 0.00000 0.00000 0.0) 
.00486 .00562 .00658 .00685 .00720 0: 

LOOT .01972 .01972 .01972 .01971 0 

13. Leather and Leather Products 0.00000 0.00000 0.00000 0.00000 0.00000 0.0) 
.00039 .00050 .00044 .00047 .00051 0) 

.01766 .01765 .01766 .01765 .01765 a] 

14 Cotton Yarn and Cloth .00021 0.00000 0.00000 0.00000 0.00000 0.() 
.00224 .00114 .00213 .00197 .00420 ic} 

.02856 .02856 .02856 .02856 .02856 (3 

15 Synthetic Textiles 0.00000 0.00000 0.00000 0.00000 0.00000 0.0) 
.00387 .00194 .00344 .00318 .00739 A? 

.03485 .03486 .03486 .03486 .03486 A 

16 Knitting Mills 0.00000 0.00000 0.00000 0.00000 0.00000 0.0 
.00003 .00002 .00003 .00003 .00005 ) 


01176 01176 01176 01176 01176 ( 


Industries 
Soft Drinks 
Distilleries, 
Breweries 
and Wineries 
Tobacco and 
Tobacco 
Products 
Mills 


Conrecuon- 
eries 
Industry No. 


Other 

© | Food 
Rubber 
Products 
Leather and 
Leather 
Products 
Cotton Yarn 
and Cloth 
Synthetic 
Textiles 
Knitting 


| 9 10 11 12 13 14 15 16 
SS aaa a aaa ae 
236 .17908 0.00000 .01389 40585 0.00000 0.00000 0.00000 .00007 0.00000 1 
046 15671 04561 04199 13495 .01447 14737 01155 01625 01173 

051 16051 16052 16052 16052 16052 16052 16051 16052 16051 

837 .00191 .01052 00231 .00025 00248 .00267 .00232 00182 00195 2 
527 .03542 .02477 01489 03201 .02800 02313 .01899 03671 01915 

259 .06260 .06260 .06260 06259 .06259 06260 .06260 06259 .06260 

000 05195 0.00000 0.00000 0.00000 _—-: 0.00000 14991 0.00000 0.00000 0.00000 3 
119 04114 .01310 .01074 .00843 .00943 09568 .00564 01073 .00687 

364 .10363 .10363 10363 .10364 .10363 .10364 10363 10364 .10364 

290 .01036 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 4 
566 .00965 .00801 00341 00256 .00224 00366 .00176 .00212 .00209 

709 .03709 .03709 .03710 .03709 .03709 .03710 .03709 .03709 .03710 

062 05113 0.00000 .03317 0.00000 0.00000 .00011 0.00000 0.00000 0.00000 5 
448 04834 .01175 01271 05361 .00269 01593 00223 .00300 .00204 

435 04435 04435 04436 04435 04435 04436 04436 04436 04435 

044 .00007 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 6 
123 .00108 .00118 .00088 .00092 .00091 .00098 .00070 .00083 .00089 

395 02395 02396 02396 02396 02395 02395 02395 02395 02396 

766 01447 06853 .00498 .00003 0.00000 .00060 0.00000 0.00000 0.00000 7 
315 01166 02696 .00429 00151 .00081 .00157 .00064 .00086 .00061 

709 .02709 .02708 .02708 02708 .02708 .02708 .02708 .02708 .02708 

816 16557 .09192 .04600 0.00000 0.00000 00144 .00378 0.00000 0.000008 
654 1.05493 .02998 02016 01154 01483 01688 00991 01741 .00850 

098 .09098 .09098 09098 .09097 .09097 .09098 . .09097 .09098 .09098 

000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 9 
066 .00075 1.00073 .00056 .00060 .00097 .00069 .00060 00102 .00069 

174 .01174 01173 01174 01173 01173 .01174 .01174 01174 01174 

000 .00045 .00235 .03388 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 10 
217 .00222 .00258 1.00299 .00176 00181 .00190 00141 .00169 00156 

111 02111 02112 02111 02111 02111 02111 02111 02110 02111 

000 0.00000 0.00000 0.00000 14477 0.00000 0.00000 0.00000 0.00000 0.00000 11 
000 0.00000 0.00000 0.00000 1.02451 0.00000 0.00000 0.00000 0.00000 0.00000 

785 .00785 .00785 .00785 .00785 .00785 .00785 .00785 .00785 .00785 

000 0.00000 0.00000 0.00000 0.00000 .13767 01055 0.00000 0.00000 00053 12 
627 .00774 .00730 .00634 00643 1.02917 .01220 .00579 .00750 .00746 

972 01972 .01972 .01972 .01972 .01972 01972 01972 01971 01972 

000 0.00000 0.00000 0.00000 0.00000 .00263 19505 0.00000 0.00000 00413 13 
049 .00070 .00063 .00069 .00045 .00217 1.04829 .00058 .00095 .00193 

765 .01765 .01765 .01765 01765 01765 .01765 01765 .01765 .01765 

000 0.00000 0.00000 0.00000 0.00000 01191 01128 .29332 04317 10050 14 
148 .00204 .00139 .00117 .00182 01851 01387 1.15088 .03706 .08877 

856 02856 02856 02856 02856 02856 02856 02856 02856 02856 

000 0.00000 0.00000 0.00000 0.00000 .09903 0.00000 14553 10617 18211 15 
256 .00353 .00250 00215 .00300 .03904 01381 11474 1.04499 .10670 

485 03485 03486 03485 03486 .03485 03486 03486 03486 03486 

000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 O3537% - 16 
003 .00004 .00003 .00003 .00003 .00005 .00007 .00021 .00011 1.00153 

175 .01175 .01176 01175 .01176 .01175 .01176 01175 01175 .01176 


a a Ea el a a a ae re se, Oa a ne re 
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Table Al — Direct, Indirect and Induced Output Effects by Sector, per Dollar Increase of Final Demand — Continued 


E 5 3 
a on 

3 we : = Bs zi 3 
DB R=) ert, B=5e8 KD 

3 33 Hee 5 is Be s 

A=) oO One ea & on a 

Industry i7/ 18 19 20 21 2 

1 Agriculture, Forestry and Fishing LOYAT/ 7/2? .00257 .00027 .00010 .02237 .00 

.01435 .01156 .01057 .01141 .01569 01 

.16051 .16051 16051 .16052 .16052 .16 

2 Mining .00015 .00147 0.00000 .00174 .00141 02 

.01480 .02002 .01937 .02157 .01828 02 

.06259 .06259 .06260 .06260 .06259 .06 

3. Meat and Poultry 0.00000 0.00000 0.00000 0.00000 0.00000 0.00 

.00489 .00576 .00295 .00470 .00376 .00 

.10363 .10363 .10364 .10364 .10363 10 

4 Dairy Products 0.00000 0.00000 0.00000 0.00000 0.00000 0.00 

.00175 .00185 .00173 .00189 .00182 .00 

.03709 .03709 .03709 .03709 .03709 03 

5 Grain Mills 0.00000 0.00000 0.00000 0.00000 0.00000 .00 

.00488 .00223 .00160 .00188 .00435 .00 

04435 .04436 .04436 .04436 .04436 .04 

6 Biscuits and Bakeries 0.00000 0.00000 0.00000 0.00000 0.00000 0.00 

.00073 .00077 .00075 .00080 .00076 .00 

.02395 .02396 .02395 .02396 .02396 02 

7 Sugar and Confectioneries 0.00000 0.00000 0.00000 0.00000 0.00000 0.00 

.00056 .00057 .00040 .00052 .00049 .00 

.02708 .02708 .02708 .02708 .02708 02 

8 Other Food Industries .00101 .00007 0.00000 0.00000 0.00000 .00 

.00684 .00835 .00263 .00645 .00423 .00 

.09098 .09098 .09098 .09098 .09098 .09 

9 Soft Drinks 0.00000 0.00000 0.00000 0.00000 0.00000 0.0 

.00053 .00066 .00046 .0005S9 .00049 .0C 

.01173 .01174 .01174 .01173 01174 01 

10  Distilleries, Breweries and Wineries 0.00000 0.00000 0.00000 0.00000 0.00000 OC 

.00129 .00158 .00148 .00148 .00143 00 

02111 OQ 02111 OQ 02111 0% 

11. Tobacco and Tobacco Products 0.00000 0.00000 0.00000 0.00000 0.00000 0.00; 

0.00000 0.00000 0.00000 0.00000 0.00000 0.00. 

.00785 .00785 .00785 .00785 .00785 00 

12 Rubber Products .00058 .00693 0.00000 0.00000 0.00000 0.0) 

.00673 .00875 .00446 .00552 .00525 Ol. 

.01972 .01972 .01972 .01972 .01971 0° 

13 Leather and Leather Products .00083 .00051 0.00000 .00075 0.00000 0.01! 

.00130 .00099 .00034 .00080 .00055 AUT 

.01765 .01765 .01765 .01765 .01765 0 | 

14. Cotton Yarn and Cloth .12324 .06435 0.00000 .01850 0.00000 0.0: 

09133 06672 00096 01747 00141 0: 

.02856 .02856 .02856 .02856 .02856 0: 

15 Synthetic Textiles .07197 15834 0.00000 .04872 .00158 0.0 | 

.O8880 .08907 .00162 .02230 .00261 0}. 

03486 03486 03485 03486 03485 0" 

16 = Knitting Mills .03608 .00077 0.00000 0.00000 0.00000 0.0 

.00308 .00027 .00002 .00006 .00003 01 


01176 01176 01176 01176 01176 0° 


Products 
Printing and 
Publishing 
Iron and 
Steel Mills 
Fabricated 
and 
Structural 
Metals 
Metal 
Stamping, 
Pressing and 
Coating 
Other Metal 
Fabricating 
Industries 
Miscel- 
laneous 
Machinery 
Motor 
Vehicles 

and Aircraft 
Other Trans- 
portation 
Equipment 
Industry No. 


23 24 25 26 27 De 29 30 31 20) 
= | ll li LL LLL ——————— 
0000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00002 1 
1330 01115 00712 .00802 00571 00805 .00826 00744 00841 .00796 

6051 16052 16051 16051 16052 16052 16052 16051 16051 16052 
0959 .00023 M227 02719 .00090 00146 00395 .00503 00296 00231 2 
3471 01197 04778 05601 06216 07582 05022 .05006 03441 .04780 

6259 .06260 06259 .06260 06259 06259 .06260 06259 .06260 06259 
0000 0.00000 0.00000 0.00000 0.00000 . 0.00000 0.00000 0.00000 0.00000 0.00000 3 
0592 .00606 00341 .00332 .00268 00351 .00366 .00322 .00363 00403 
0363 10363 10364 10363 10363 .10364 10363 10363 10363 10363 
0061 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 4 
0264 .00348 00177 00173 00148 00183 .00202 00184 00179 00169 
3710 .03710 .03710 .03709 .03710 03709 .03710 03709 .03709 .03709 
0000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 5 
0250 .00208 .00126 00135 .00101 00151 00143 00129 00144 00132 
4435 04435 04435 04436 04436 04435 04436 04435 04436 04436 
0052 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 6 
0110 00157 .00078 .00076 .00066 .00079 .00089 00081 .00077 .00073 
2395 02396 02396 02395 02395 02395 02396 02396 02396 .02396 
000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 7 
074 .00080 .00043 .00041 .00035 .00048 00047 .00042 .00044 .00041 
2708 .02708 .02708 .02708 .02708 .02709 .02709 .02708 .02709 .02708 
0024 0.00000 .00003 0.00000 0.00000 .00201 0.00000 0.00000 0.00000 0.00000 8 
996 .00607 00341 .00350 00265 00435 .00368 .00339 .00428 .00338 
9098 .09098 .09098 .09097 .09097 09097 .09098 09097 .09098 .09098 
000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 9 
0073 .00092 00054 .00048 00043 .00050 00057 .00048 00052 00047 
1174 01174 01174 01174 01174 01174 01173 01174 01173 01173 
0130 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 10 
0216 00237 .00174 00142 .00138 00147 .00173 .00133 00154 .00136 
2111 02111 02111 02111 02111 02111 02111 02111 02111 02111 
0000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 11 
0000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 
0785 00785 00785 00785 00785 00785 00785 00785 00785 00785 
0027 .00006 0.00000 0.00000 0.00000 .00024 .00033 0.00000 02140 0.00000 12 
0615 .00688 00512 00471 .00410 00464 .00610 .00408 01934 00575 
1972 01972 01971 01972 01972 01972 01972 01972 01972 01972 
0000 .00001 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 .00007 00305 13 
0067 .00056 .00041 .00037 00032 .00039 .00050 .00033 .00081 .00208 
1765 01765 01765 01765 01765 01765 .01766 .01766 01765 01765 
0038 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 00116 0.00000 14 
0274 00141 .00084 .00099 00068 .00088 00122 .00092 00574 00163 
2856 02856 02856 02856 02856 02856 02856 02856 02856 02856 
0232 0.00000 0.00000 0.00000 0.00000 0.00000 .00078 0.00000 .00480 00398 15 
0510 00211 00144 00175 00118 00152 00235 00151 01324 00383 
3486 03485 03486 03486 03485 03486 03486 03485 03486 03486 
0000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 16 
0004 .00002 .00002 .00002 .00001 .00002 .00002 .00002 .00004 .00003 
1175 .01176 01176 01176 01176 01176 01176 01176 01176 01176 
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Table Al — Direct, Indirect and Induced Output Effects by Sector, per Dollar Increase of Final Demand — Continued 


Industry No. 


— 


10 


11 


13! 


Industry 


Agriculture, Forestry and Fishing 


Mining 


Meat and Poultry 


Dairy Products 


Grain Mills 


Biscuits and Bakeries 


Sugar and Confectioneries 


Other Food Industries 


Soft Drinks 


Distilleries, Breweries and Wineries 


Tobacco and Tobacco Products 


Rubber Products 


Leather and Leather Products 


Cotton Yarn and Cloth 


Synthetic Textiles 


Knitting Mills 


WwW 


Electrical 
| Appliances 


0.00000 
.00941 
.16052 


.00446 
.05793 
.06259 


0.00000 
.00442 
.10364 


0.00000 
.00215 
.03709 


0.00000 
.00168 
04435 


0.00000 
.00094 
.02396 


0.00000 
.00054 
.02708 


0.00000 
.00565 
.09097 


0.00000 
.00062 
.01174 


0.00000 
.00182 
02111 


0.00000 
0.00000 
.00785 


0.00000 
.00572 
ONO 72 


.00026 
.00096 
.01765 


0.00000 
ANON 
.02856 


0.00000 
.00197 
.03486 


0.00000 
.00002 
.01176 


Electrical 
Industrial 
Equipment 


Ww 
aS 


0.00000 
.00811 
.16052 


.00183 
04212 
.06260 


0.00000 
.00442 
.10363 


0.00000 
.00184 
.03709 


0.00000 
00138 
04435 


0.00000 
.0008 1 
.02395 


0.00000 
.00044 
.02708 


0.00000 
.00372 
.09098 


0.00000 
.00052 
01173 


0.00000 
.00148 
O20 


0.00000 
0.00000 
.00785 


0.00000 
.00549 
.01972 


.00389 
.00164 
.01765 


0.00000 
.00102 
02856 


0.00000 
.00167 
03486 


0.00000 
.00002 
.01176 


Communi- 
Equipment 


cation 


Ww 
Nn 


0.00000 
.00904 
.1605 1 


00155 
037o 
.06260 


0.00000 
.00475 
.10364 


0.00000 
.00200 
.03710 


0.00000 
.00156 
04436 


0.00000 
.00088 
.02395 


0.00000 
.00050 
.02708 


0.00000 
.00493 
.09098 


0.00000 
.00057 
ROMS 


0.00000 
.00144 
O21 


0.00000 
0.00000 
.00785 


.00394 
.00658 
01972 


.00258 
.00172 
.01765 


0.00000 
00131 
02856 


.00071 
.00264 
.03486 


0.00000 
.00002 
.01176 


Other 
Electrical 
Products 


Ww 
a 


0.00000 
01161 
16052 


.00322 
04557 
.06260 


0.00000 
.00573 
.10363 


0.00000 
.00248 
.03710 


0.00000 
.00207 
.04435 


0.00000 
.00108 
.02395 


0.00000 
.00066 
.02708 


0.00000 
.00751 
.09097 


0.00000 
.00078 
.01174 


0.00000 
.00231 
02111 


0.00000 
0.00000 
.00785 


0.00000 
.00835 
Oo 2 


.00004 
.00122 
.01765 


0.00000 
00151 
02856 


0.00000 
.00288 
.03486 


0.00000 
.00005 
.01176 


Clay, 
Lime and 
Cement 


3if/ 


.00027 
.01103 
.16052 


.08203 
04172 
.06260 


0.00000 
.00443 
.10364 


0.00000 
.00244 
.03710 


0.00000 
.00193 
.04436 


0.00000 
.00106 
.02396 


0.00000 
.00059 
.02708 


.00092 
.00453 
.09097 


0.00000 
.00068 
01174 


0.00000 
.00214 
.02110 


0.00000 
0.00000 
.00785, 


0.00000 
.00667 
.01972 


0.00000 
.00056 
.01765 


.00016 
.00135 
02856 


0.00000 
.00210 
.03486 


0.00000 
.00003 
01176 


Other Non- 
tw | metallic 


uo) u BK 13 ~ fe) 
” & ey =a ' o 2 a5 Sa pie, L Zi 
bas i Esc EE se ee OS 5S i ae 5 
205 S28 "a Fog yee Ses wz Zem ZOE = Eg5.2 <5 z 
1 2a3 sé aa sos 308,85 re it eS as £.9 05 as = 
bye SES a ETO Sat =eSiU One © Be = oes av us) 
25a Raw a> ass OOS SSSss OAs Bs S& 5 08028 DB RS 
39 40 41 42 43 44 45 46 47 48 49 
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Table Al — Direct, Indirect and Induced Output Effects by Sector, per Dollar Increase of Final Demand — Continued 
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Table Al — Direct, Indirect and Induced Output Effects by Sector, per Dollar Increase of Final Demand — Continued 
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.01198 
.00486 
.01090 


Miscel 
laneous 
Machinery 


0.00000 
.00034 
.06937 


.00030 
.00211 
.04216 


.00127 
00361 
.00929 


0.00000 
.00011 
.02102 


.00404 
.00307 
.00985 


.00133 
OMS 2 
.02908 


.01923 
.01379 
.03597 


.00012 
.02070 
.04599 


.20014 
.07543 
.05880 


.08997 
.07098 
.05481 


0.00000 
.00123 
.00456 


.00030 
.00310 
.01524 


.02562 
02912 
.06398 


.01275 
1.00131 
.00764 


.00053 
.00840 
.23033 


.00129 
.00167 
.01091 


and Aircraft 


Motor 
Vehicles 


0.00000 


— 


00042 
.06937 


.01164 
.01259 
04216 


.00132 
.00371 
.00929 


-.00006 
.00026 
.02102 


.00043 
.00296 
.00985 


.00043 
.00991 
.02907 


.00290 
01361 
03598 


00006 
.02420 
.04599 


.06563 
.08130 
05880 


.04895 
.08373 
05482 


.00052 
00158 
00456 


.00345 
.00525 
01525 


.02024 
.03902 
.06399 


.00414 
.00300 
.00763 


.28998 
.12746 
.23032 


.00059 
00192 
.01090 


Other Trans- 
portation 
Equipment 


0.00000 
.00037 
.06937 


.00051 
.00362 
.04216 


.00892 
00993 
00929 


.00014 
.00023 
.02102 


.00236 
.00471 
.00985 


0.00000 
.00701 
.02908 


00010 
00978 
03598 


0.00000 
02143 
.04598 


.14643 
12114 
.05880 


.03709 
08183 
05481 


.00005 
.00301 
.00456 


0.00000 
.00453 
01525 


AUNTS} 
.06166 
.06399 


.00005 
.00191 
.00763 


.01611 
.02270 
.23033 


.16445 
1.03555 
.01091 


Industry No. 
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18 


20 


21 


22 


3 


24 


25 


26 


Pall 


28 


29 


30 


31 


32 
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Table Al — Direct, Indirect and Induced Output Effects by Sector, per Dollar Increase of Final Demand — Continued 


I 


Industry No. 


19 


20 


21 


22 


24 


25 


26 


Oa, 


29 


30 


Sy! 


32 


Industry 


Clothing Industries 


Other Textile Mills 


Sawmills 


Furniture and Fixtures 


Other Wood Industries 


Pulp and Paper Mills 


Paper Products 


Printing and Publishing 


Iron and Steel Mills 


Other Primary Metals 


Fabricated and Structural Metals 


Metal Stamping, Pressing and Coating 


Other Metal Fabricating Industries 


Miscellaneous Machinery 


Motor Vehicles and Aircraft 


Other Transportation Equipment 


Electrical 
Appliances 


0.00000 
.00042 
.06937 


.00003 
.00278 
.04216 


0.00000 
.00307 
.00929 


.00052 
.00014 
.02102 


.00274 
.00363 
.00986 


.00089 
.01913 
.02908 


.03878 
.02229 
.03598 


.00122 
.02841 
.04598 


.21682 
09222 
.05879 


.08781 
.09264 
05482 


0.00000 
.00130 
.00456 


.00013 
.00461 
LOTS 25 


.01790 
.03500 
.06399 


0.00000 
.00135 
.00763 


.00026 
.01020 
.23033 


0.00000 
.00147 
.01090 


Electrical 
Industrial 
Equipment 


0.00000 
.00036 
.06936 


.00002 
.00227 
04216 


0.00000 
.00236 
.00928 


0.00000 
.00015 
02102 


.00137 
.00264 
00985 


.00038 


.00929 
.02908 


.00247 
.01550 
.03597 


.00008 
02338 
04598 


.12046 
.06772 
.05880 


.14040 
.12396 
.05481 


0.00000 
.00099 
.00456 


.00022 
.00361 
01524 


.00246 
.03371 
.06398 


0.00000 
.00116 
.00763 


.00067 
.00987 
.23033 


0.00000 
.00122 
.10190 


Communi- 
cations 
Equipment 


0.00000 
.00037 
.06937 


.00018 
.00269 
.04216 


0.00000 
.00283 
.00929 


.00036 
.00018 
.02102 


00167 
.00350 
.00986 


.00224 
01378 
.02908 


.01402 
.02044 
.03598 


.00066 
02259 
04598 


.03837 
05320 
.05880 


.19983 
.16325 
05481 


0.00000 
00111 
.00456 


.00015 
.00468 
01524 


.00253 
.03632 
.06399 


0.00000 
.00123 
.00763 


.00103 
.01055 
.23033 


0.00000 
.00138 
.01090 


Other 
Electrical 
Products 


0.00000 
.00053 
.06936 


.00005 
.00392 
.04216 


0.00000 
.00330 
.00929 


.00034 
.00023 
.02102 


.00018 
.00427 
.00986 


.00407 
.01992 
.02907 


102533 
02421 
.03597 


00112 
.03368 
04598 


09294 
.06348 
.05879 


.16943 
12504 
05481 


0.00000 
.00148 
.00456 


.00064 
.0069 1 
01525 


01413 
.04333 
.06399 


0.00000 
.00163 
.00763 


.00354 
.01398 
.23033 


0.00000 
.00173 
.01090 


0.00000 
.00056 
.06936 


.00005 
.00293 
04216 


.00002 
.00261 
.00929 


0.00000 
.00012 
.02102 


00111 
.00280 
.00985 


.00949 
01505 
.02908 


.00735 
.01205 
08597 


.00007 
03825 
.04598 


01231 
02265 
05880 


.00008 
01972 
.05481 


0.00000 
.00136 
.00456 


.00019 
.00303 
01524 


.01643 
.03499 
.06399 


.00002 
.00153 
.00763 


0.00000 
.01005 
.23033 


0.00000 
.00157 
.01091 


Other Non- 
metallic 


i eee 


o 


BRA BDA oO OOo ooo Sooo 
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AS) Sa » & se) ° 
ae Sg e 8-2 3.8 o 8 S83 Efe Fe a a 
100 OS, ae Sais 25 a A Zo0 asf $ ano 6 3 gS 
105 sag 26 Bae 3&3 Bos He Bem ae 3 Feud =6§ iz 
ao) a's S& =o OZ 308.85 =I So a 6.905 oo 5 
38 seg as 2 So Sear SaeSayv os¥ Sey S ossca i) Ms) 
ES Rae a> ESP O08 2-2 oe Os a Ess =) 0568 DA 5 
39 40 41 42 43 44 45 46 47 48 49 
)000 0.00000 0.00000 0.00000 .00006 .00056 0.00000 .00147 0.00000 .00007 .00112 17 
)051 .00066 00058 .00068 .00055 .00061 00041 .00041 00015 .00022 00087 
5937 .06936 .06936 .06937 06937 .06936 .06936 .06936 .06936 .06936 06936 
)000 .00005 0.00000 0.00000 .00109 .01210 00583 .00173 0.00000 .00093 00365 18 
)352 .00703 .00424 .00474 00454 .00966 .00379 .00308 .00130 .00234 .00678 
1216 04216 04216 04216 04216 .04216 04216 04216 04216 04216 04216 
1000 .00004 0.00000 0.00000 .00037 00856 02096 .00058 .00163 .00005 00021 19 
)315 00595 00271 .00331 .00340 .01237 02152 .00228 00442 .00356 00413 
)929 .00929 .00928 .00929 00929 .00929 00929 .00928 .00929 .00929 .00929 
1000 0.00000 0.00000 0.00000 0.00000 00147 00155 .00003 0.00000 00005 0.00000 20 
1015 .00037 .00014 .00018 .00017 .00050 .00037 00011 .00015 .00017 .00028 
1102 02102 .02102 .02102 .02102 02102 02102 .02102 .02120 02102 02102 
1038 00127 .00001 .00011 00057 01415 .03374 .00020 0.00000 .00086 .00003 PA! 
322 .00649 .00317 .00390 .00391 .00778 .00864 .00221 .00343 00357 00477 
985 .00986 00985 00985 00985 00985 .00986 .00985 .00985 .00985 00985 
1000 .00099 .00023 .00482 .01090 .01220 .00300 .00162 0.00000 .00070 00273 a2 
884 .03233 .02012 03103 02505 .02449 01029 .00681 .00263 00467 .03045 
908 .02908 .02908 .02908 02908 .02908 .02908 02907 .02908 .02907 .02908 
176 .00391 .00608 04446 .02388 .01663 .00S75 .00562 0.00000 .00077 01227 2B 
176 04263 .02612 .03167 .02609 02282 01144 .00672 .00302 00556 01966 
598 .03597 03597 03597 .03597 03597 03597 03598 03597 .03597 03598 
006 .00007 00445 .01760 .00320 00518 0.00000 0.00094 .00031 .00092 16583 24 
574 .03885 .03970 05695 .03597 03784 .01480 01971 .00949 01435 .03203 
599 .04598 04598 .04598 04599 04598 04598 04598 ~ 04599 04598 04598 
644 0.00000 0.00000 0.00000 .00359 .01130 01512 .00047 0.00000 .00001 .00056 25 
344 .03650 04426 03110 203353 .04670 05705 .01100 .00823 .00943 04949 
880 .05880 .05879 05879 .05879 .05880 05880 05879 .05879 05879 .05880 
000 0.00000 0.00000 0.00000 00442 . 03061 .03136 00023 0.00000 .00013 00140 26 
421 03586 .02509 .02318 02843 04954 .05650 01032 .00914 .01018 05075 
482 05481 05481 05482 05482 05481 05481 05481 05481 05481 05481 
900 0.00000 0.00000 0.00000 .00018 00135 702399 .00003 0.00000 0.00000 0.00000 m4 | 
183 .00166 00122 00133 00135 00158 .00194 .00108 .00195 00193 .00301 
457 .00457 00457 .00457 .00456 .00457 .00457 .00456 .00456 00456 .00456 
302 .00163 04142 02269 01920 .02631 .01188 .00118 0.00000 0.00000 0.00000 28 
102 02717 .01706 .00712 .01180 .00896 00351 .00206 00165 .00268 00747 
524 01524 01525 01524 01524 01525 01525 01524 01525 01524 01524 
00 0.00000 0.00000 0.00000 .00297 .01369 .07728 .00182 0.00000 .00032 .10917 29 
65, .03810 .03665 04534 03458 03934 .02869 01893 01414 LOAD O37 57 
398 .06399 .06399 .06399 .06398 .06398 .06398 .06399 .06398 06399 .06399 
)00 0.00000 0.00000 0.00000 0.00000 .00081 .00268 -00070 .00168 .00082 .00311 30 
189 .00188 00175 .00201 00184 .00167 .00138 .00120 .00102 .00104 .00260 
63 .00763 .00763 .00763 .00763 .00763 .00763 00763 00763 .00763 .00763 
100 0.00000 0.00000 0.00000 0.00000 .00053 00112 .00323 0.00000 0.00000 02783 31 
336 .01006 .01047 .01460 .00987 .01145 .00852 .00707 .00294 .00412 .02347 
)33 .23033 .23033 23085 .23032 .23033 223032 23033 .23033 23033 23.083 
100 0.00000 0.00000 0.00000 .00012 .00033 0.00000 00232 0.00000 0.00000 .00012 32 
43 00141 .00124 .00131 00132 .00150 .00233 .00118 .00039 .00047 .00339 
90 .01091 01090 .01090 .01091 .01090 .01091 .01090 .01091 .01090 .01090 
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Table Al — Direct, Indirect and Induced Output Effects by Sector, per Dollar Increase of Final Demand — Continued 
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Industry No. 


34 


36 


37 


38 


3 


40 


41 


43 


44 


45 


46 


47 


49 


fic F 
= 5.5) ¢ n : 
aoe 2a a> cae “ 3 
on eh ey oo A= ie) 2 
Bes € $= Ee ae f 
<4 & = =o fay-® O= a 
Industry 1 eZ 3 4 5) 
Electrical Appliances 0.00000 0.00000 0.00000 0.00000 0.00000 0.0 
.00039 .00059 .00040 .00042 .00043 0 
.01421 01422 .01421 01421 .01421 0 
Electrical Industrial Equipment 0.00000 0.00000 0.00000 0.00000 0.00000 0.0 
.00090 .00117 .00099 .00109 .00112 0 
.00437 .00437 .00437 .00437 .00437 0 
Communication Equipment .00008 0.00000 0.00000 0.00000 0.00000 0.0! 
.00221 .00266 .00225 .00223 .00223 0 
LOSS) LOIS 55) 01555 .01555 OMSSS 0 
Other Electrical Products 0.00000 0.00000 0.00000 0.00000 0.00000 0.0! 
.00252 .00337 .00279 .00308 .00322 0 
.00825 .00825 .00825 .00825 .00825 0 
Clay, Lime and Cement .00007 .00375 0.00000 0.00000 0.00000 0.0! 
.00364 .00456 .00350 .00363 .00359 0! 
.01073 .01072 .01073 .01072 .01073 0 
Other Non-metallic Mineral Products .00002 0.00000 .00008 .00194 0.00000 0.0 
.00273 .00282 .00349 .00402 .00598 0 
.01638 .01638 .01638 .01637 .01638 0 
Petroleum Refineries and Coal Products .04977 .01227 .00171 .00566 .00300 0 
02125 .01240 05112 .04623 .03921 0 
.07296 .07297 .07296 .07297 07297 0 
Plastics and Synthetic Resins .00001 .00002 .00583 .00085 .00019 0 
.00362 .00368 .00682 .00541 .00650 0 
.01493 .01494 01493 .01493 .01494 0 
Paint and Varnish 0.00000 0.00000 0.00000 0.00000 0.00000 0.0 
.00300 .00368 .00334 .00360 .00373 At} 
.01034 .01034 .01035 .01035 .01034 Aly 
Pharmaceuticals and Medicines 0.00000 0.00000 0.00000 0.00000 0.01534 0.0 
.00285 .00147 .00233 .00212 .00348 | 
.01671 .01671 .01671 .01671 .01671 Af 
Other Chemical Industries .02832 .04628 .00088 .00084 .00011 4 
.02875 .02858 .05270 04444 .04619 f 
.07358 .07357 .07357 .07357 .07357 A 
Miscellaneous Manufacturing Industries .00016 .00009 .00011 .00008 0.00000 0.0 
.00620 .00791 .00821 .00795 .00905 A 
03998 03998 03998 03998 03998 q 
Construction, Maintenance and Repair .02403 .02169 .00214 .00311 .00241 Ai 
.01868 .01766 .03425 .03249 .03024 A 
.09376 .09376 .09376 .09376 .09376 At 
Transportation, Storage and Trade .07148 .04199 .03917 02154 11241 At 
.09039 .08013 .14966 .13994 14617 at 
.64264 .64265 .64264 .64264 .64264 ay 
Utilities .00806 .03476 .00372 .00584 .00706 ie 
01314 .01945 .01963 .01942 .01909 A 
.08516 .08516 08516 08515 .08516 Ae 
Communications and Other Services 05195 05459 .00939 02059 01564 if 
07649 .08380 11926 12185 12360 ! 
.89616 .89616 89617 .89617 89617 A 
Unallocated Sector .05028 .10698 .02861 .05085 1055101 vf 
.06024 .05434 .10338 .10204 10611 {2 
.20308 .20308 .20308 .20308 .20308 13 


31 


p 2 a8 z se} 3 
5 6 3 8 6 3 or nan a a Ss o 
$ is BS SES SS as i > BED nee 28 = 
e, ovZ = es a35 B82 fei fo ( oO tele ene 
a8 3s = Boe See 2 gee sie ek 2s 
Os yen a AMS& Bee wa cas Ors ae “vs 
oo. 8 © nn 2 3 oO 
9041 .00050 .00050 .00041 .00042 .00060 .00078 .00031 .00038 .00036 
[422 .01421 .01422 .01421 .01422 .01422 .01422 .01421 01421 .01422 
)000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 
)116 .00131 .00139 .00102 .00103 .00114 .00126 .00083 .00099 .00092 
)437 .00437 .00437 .00437 .00437 .00437 .00437 .00437 .00436 .00437 
1000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 
)192 .00270 .00211 .00170 .00213 .00452 .00257 .00254 .005 13 .00263 
5 01555 01555 01555 01555 01555 01555 NSS) OSI) 01555 
1000 0.00000 0.00000 .00081 0.00000 0.0C000 0.00000 0.00000 0.00000 0.00000 
1330 .00380 .00393 .00321 .00296 .00359 .00356 .00255 .00345 .00279 
1825 .00825 .00825 .00825 .00825 .00825 .00825 .00825 .00825 .00825 
1007 0.00000 0.00000 0.00000 0.00000 .00258 .00046 0.00000 0.00000 0.00000 
314 .00474 .00380 .00396 .00350 .00422 .00304 .00239 .00356 .00238 
073 .01072 .01072 .01073 .01073 .01073 .01072 .01073 .01073 .01073 
1069 .01250 .00658 .02921 0.00000 .00054 0.00000 0.00000 .00512 0.00000 
1438 .00958 .00635 {I .00279 .00570 .00354 .00454 .00753 .00485 
638 .01637 .01638 .01637 .01637 .01638 .01638 .01638 .01637 .01637 
206 .00233 .00824 .00232 .00078 .00300 .00308 .00169 .00613 .00198 
542 .03262 .01288 .01089 .03923 02253 .02088 .01558 .02890 .01578 
297 .07296 .07296 .07296 .07297 .07296 .07297 .07296 .07297 .07297 
026 .00220 0.00000 0.00000 .00513 .10855 .01023 .00049 .00264 .00318 
680 .00821 .00813 .00662 .00702 03825 .01713 .00732 .01067 .01010 
493 .01493 .01493 .01494 .01494 .01493 .01493 .01494 .01493 .01494 
000 0.00000 0.00000 0.00000 0.00000 .00546 0.00000 ~ 0.00000 0.00000 0.00000 
377 .00494 .00490 .00334 .00337 .00588 .00400 .0029 1 .00389 .00337 
034 .01035 .01035 .01034 .01034 .01034 .01034 .01034 .01035 .01034 
000 .00027 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 
129 .00328 .00136 .00166 .00191 .00335 .00170 .00188 .00454 .00195 
671 .01671 .01671 .01671 .01671 .01671 .01671 .01671 .01671 .01671 
053 .03412 .00075 .00564 -00035 AO) 7/307/ .01829 .01818 .24078 .00862 
035 .05405 .03192 .02510 .04410 .19320 .05602 .10888 12488 .11764 
357 .07357 LOT 357 ADB .07357 .07358 AO9/33557/ ADS 7/ O73 .07357 
005 .00310 .00326 .00879 .00021 .00498 .03037 .00032 .00028 .00247 
887 .01092 .01059 .00874 .00844 .02794 02195 .00900 .01296 .01166 
998 .03998 .03997 .03998 .03997 .03998 .03998 .03998 .03997 .03998 
345 .00213 .00388 .00294 .00309 .00251 .00200 .00541 .00419 .00224 
912 .02639 .01713 CONE TS .02844 .01775 .02039 .01653 .01841 .01740 
376 .09376 .09376 .09376 .09376 .09376 .09376 .09375 .09375 .09376 
760 05231 04714 02585 03878 02875 05994 03279 03058 02479 
463 a2 5 1055) .08349 12941 .09953 oll AI IS) .09197 .10338 .09516 
265 .64264 .64264 .64264 .64264 .64264 .64264 .64264 64264 .64264 
496 .00404 -00529 .00621 .00137 .00831 .00460 .01158 .00655 .00479 
524 .02038 .01362 .01167 .01588 .02147 .01599 .02151 .02576 .01804 
516 .08516 .08516 .08516 08516 .08515 .085 16 .08516 .08516 08516 
946 .01936 .03099 .03378 .01688 .02915 .03052 .01501 .02286 .04348 
16 .12196 .10769 .08023 PeeLO .09506 .10508 .07984 09127 .08772 
516 .89617 .89617 .89616 89617 .89617 89617 89617 .89617 .89617 
388 06928 13363 09546 05789 06467 06918 03905 04568 05073 
ISS .10964 .07767 .05850 .09000 .09103 .09389 .08176 .09455 .08484 
309 .20309 .20308 .20309 .20308 .20309 .20308 .20308 .20309 .20309 
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Table Al — Direct, Indirect and Induced Output Effects by Sector, per Dollar Increase of Final Demand — Continued 


Industry No. 


34 


35 


36 


37 


38 


39 


40 


41 


42 


43 


44 


46 


47 


49 


g 3 

72) On 
BE , Z 25 - : 
= SKE =) & = 
Os ol P= 5 eg o£ é 
Industry 17 18 19 20 Dil 2 
Electrical Appliances 0.00000 0.00000 0.00000 0.00000 0.00000 0.00 
00049 .00044 .00030 .00078 .00049 OC 
01422 .01422 .01422 .01421 .01422 01 
Electrical Industrial Equipment 0.00000 0.00000 0.00000 0.00000 0.00000 0.00 
.00087 .00096 .00085 .00095 .00087 00 
.00437 .00437 .00437 .00437 .00437 .OC 
Communication Equipment 0.00000 .00010 0.00000 .00266 0.00000 0.00 
.00201 .00277 .00144 .00292 .00173 OC 
.01555 ADISSSS) 01555 .01556 .01556 01 
Other Electrical Products 0.00000 .00001 0.00000 .00307 0.00000 0.00 
.00251 .00293 .00241 .00300 .00266 .00 
.00825 .00825 .00825 .00825 .00825 00 
Clay, Lime and Cement 0.00000 .00003 0.00000 0.00000 .00006 00 
.00194 .00256 .00209 .00369 .00338 00 
.01073 .01073 .01072 .01073 .01073 01 
Other Non-metallic Mineral Products 0.00000 .00034 0.00000 .00469 .01340 OC 
.00360 .00490 .00295 .00530 .00728 .OC 
.01638 .01638 .01638 .01638 .01637 01 
Petroleum Refineries and Coal Products .0005S7 .00253 .01218 .00151 .00268 OC 
.01347 .01618 .01458 .01354 .01653 01 
.07296 .07297 .07296 .07296 .07296 05 
Plastics and Synthetic Resins .00037 .01051 0.00000 .03141 .00379 OC 
.01067 .01239 .00257 .01074 .00529 .0( 
.01493 .01493 .01493 .01493 .01494 0} 
Paint and Varnish 0.00000 .00095 0.00000 .00907 .00075 .0( 
.00280 .00362 .00271 .00444 .00292 06 
.01035 .01035 .01035 .01035 .01035 0! 
Pharmaceuticals and Medicines 0.00000 .00003 0.00000 0.00000 0.00000 0,0( 
.00135 .00197 .00067 .00136 .00094 OC 
.01671 .01671 .01671 .01671 .01671 19} 
Other Chemical Industries .00093 .01596 .00043 .00452 .01132 0. 
.07517 .11396 .01355 .07168 1025271 0: 
.07357 .07357 107357) (07307 .07358 0 
| 
Miscellaneous Manufacturing Industries .02805 .00869 0.00000 .00232 .00821 Hf 
.01256 .01322 .00631 01254 .00845 oI 
.03998 .03998 .03998 .03998 .03998 0 
Construction, Maintenance and Repair .C0082 .00364 .00751 .00288 .00392 0} 
.01530 .01586 .01644 .01618 .01810 0) 
.09376 .09376 .09376 .09376 .09376 0 
Transportation, Storage and Trade .04888 .03985 .08933 .06390 .11063 0 
.08258 .09429 .10886 .09342 .11184 0: 
.64264 .64265 .64264 .64264 .64265 6 | 
Utilities .00221 .00521 .01003 .00522 .00807 0 
.01437 .01754 .01384 .01610 .01676 0 | 
.08516 .08516 .08516 .08515 .08516 0) 
Communications and Other Services .03066 .01947 .02496 .03370 .02780 0 
.07617 .08463 .07951 .08222 .08415 0' 
.89617 .89617 89617 .89617 89617 8) 
Unallocated Sector .03689 .05433 .06102 .04850 .04360 0 h 
07323 08179 06595 07672 07524 0% 
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3 24 25 26 oF 28 29 30 31 32 
1000 0.00000 0.00000 .00089 0.00000 0.00000 .00490 .00333 .00598 0.00000 33 
1046 .00047 .00043 .00120 .00052 .00077 .00131 .00068 .00322 .00153 
422 .01422 .01422 01421 01422 01422 01422 01421 01421 .01422 
000 0.00000 0.00000 0.00000 0.00000 .00148 .00038 0.00000 .00154 0.00000 34 
105 .00136 .00102 .00109 .00083 .00093 .00156 .00107 .00234 .00111 
437 .00437 .00437 .00437 .00437 .00437 .00437 .00437 .00437 .00437 
000 0.00000 0.00000 .00057 0.00000 ~ 0.00000 .00151 0.00000 .00653 0.00000 35 
277 .00226 .00188 .00260 .00143 .00189 .00267 .00162 .00636 .00232 
555 OS 55 .01555 01555 .01556 LOUSS5: .01555 01555 .01555 .01555 
000 0.00000 .00222 .00176 0.00000 .00061 .00112 0.00000 .00387 .00162 36 
318 .00385 .00351 .00382 .00337 .00400 .00418 .003 13 .00536 .00398 
825 .00825 .00825 .00825 .00825 .00825 .00825 .00825 .00825 .00825 
493 0.00000 .01587 .00912 .00001 0.00000 .00047 .00037 .00011 .00016 Bi 
701 .00293 .00962 .01183 .01026 .01271 .00933 .00871 .00714 .00825 
073 .01073 .01073 .01073 .01073 .01073 .01073 .01073 .01072 .01073 
281 0.00000 0.00000 .00001 0.00000 .00001 .00002 .00041 .01216 0.00000 38 
526 .00271 .00231 .00262 .00164 .00211 .00280 .00201 .01156 .00271 
637 .01637 .01637 .01638 .01637 .01637 .01638 .01638 .01637 .01638 
315 .00089 .00151 .01504 .00001 .00147 .00262 .00490 .00135 .00302 39 
384 .00815 .00986 .01926 .00688 .01061 .01250 .01060 .01206 .01116 
296 .07296 .07296 .07296 .07296 .07296 .07297 .07296 07296 .07296 
169 .00175 0.00000 .00032 .00018 .00021 .00019 .00020 .00030 .00085 40 
999 .00401 .00288 .00416 .00234 .00429 .00434 .00403 .01040 .00637 
193 01493 01493 01493 01493 01493 01494 01494 .01494 01493 
)00 0.00000 0.00000 .00036 .00266 .01340 .00328 - .00686 .00725 .00424 41 
376 .00435 .00318 .00345 .00280 .00382 .00440 .00323 .00725 .00470 
)34 01034 .01035 .01034 01035 .01034 .01035 .01034 .01035 .01034 
)00 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 0.00000 42 
80 .00134 .00094 .00087 .00068 .00083 .00089 .00073 .00094 .00076 
71 .01671 .01671 .01671 .01671 .01671 .01671 .01671 .01671 .01671 
26 .01138 .00681 .00768 .00003 .00036 .00194 .00007 .00168 .00016 43 
15 .02516 .02443 .02620 .01787 .02669 .02360 .02133 .03511 .02452 
57 .07357 07358 07357 07357 .07357 .07357 .07357 .07357 07357 
61 .00022 0.00000 0.00000 0.00000 .00180 .00117 .00045 .00526 .01769 44 
70 00954 .00689 .00640 00543 .00641 .00778 .00571 .01071 .01210 
98 .03998 .03997 .03997 .03998 03997 .03998 .03998 .03997 03998 
26 .00680 .00529 .01142 .00319 00258 .00417 .00336 00474 00557 45 
186 02013 01695 02259 01324 .01792 .01879 .01684 .01736 .01773 
75 .09376 .09376 .09376 .09376 .09376 .09376 09375 .09376 .09376 
99 01343 02524 .05093 .01792 03421 .03981 .04848 04863 04109 46 
q/22 .08969 .08067 .09987 .06807 .08369 .09488 .07456 .10079 .08927 
65 64264 64264 64264 64265 64264 64264 64264 64264 64264 
95 .00999 02428 .02342 .00402 00485 .00675 .00378 .00347 .01049 47 
66 01282 02528 03304 02171 02824 02427 .02072 01946 02443 
15 .08516 .08516 .08516 .08517 .08515 .08515 .08516 .08516 .08515 
92 14143 01439 .02148 .01813 .03178 .03417 .05129 01927 02386 48 
29 10481 08196 08527 .06636 .07971 08884 07214 .08667 08156 
17 89617 89617 89617 89617 .89617 89617 .89617 89617 89617 
62 16231 08536 03863 05118 .03417 .07036 04314 04641 .03173 49 
91 .05477 07252 08193 .07456 09552 .08300 .07140 08826 .08762 
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Appendix 


Table Al — Direct, Indirect and Induced Output Effects by Sector, per Dollar Increase of Final Demand — Continued 


fe) J 
wn ba) Be 3S =| 
Z Es bz EES 588 =o8 53 
a6 835 =a S20 & £9 
z m< neo 68a oma O46 oy 
Industry 33 34 35 36 37) 3 
33 ~—- Electrical Appliances .00859 .00080 0.00000 0.00000 0.00000 0.00 
1.00082 .00067 .00077 .00117 .00054 .00 
.01422 01421 .01422 01421 .01422 01 
34 ~=— Electrical Industrial Equipment .07578 .00181 .00791 0.00000 0.00000 0.00 
.00194 1.00139 .00212 .00171 .00122 .00 
.00437 .00437 .00437 .00437 .00437 .00 
35 Communication Equipment .00561 .04418 13169 .02975 0.00000 0.00 
.00730 OU 9 1.02278 .00838 .00207 .00 
01556 .01555 01555 01555 01555 01 
36 ~=© Other Electrical Products .00222 .07800 .00365 .01773 0.00000 .00 
.01015 .00533 .00484 1.00536 .00363 .00 
.00825 .00825 .00825 .00824 .00825 .00 
37. Clay, Lime and Cement .00001 0.00000 .00036 .00088 .12904 03 
.01011 .00911 .00881 .00921 1.02329 01 
.01073 .01072 .01073 .01073 .01072 01 
38 Other Non-metallic Mineral Products .00107 .01721 .01636 .00661 .01089 18 
.00482 .00775 .00938 .00619 .0069 1 1.04 
01638 .01637 .01637 .01637 .01637 01 
39 Petroleum Refineries and Coal Products .00462 .00149 .00349 .00271 01247 01 
.01383 .01268 .01605 .01823 01428 01 
.07296 .07297 .07296 .07296 .07296 07 
40 ‘Plastics and Synthetic Resins .01662 .00372 .02208 .04178 .00141 0 
.00946 .00929 .01147 .01706 .00416 01 
.01493 .01494 .01493 .01493 .01494 0) 
41 Paint and Varnish .01689 .00282 .00480 .00660 0.00000 0.0( 
.00507 .00399 .00429 .00536 .00389 OC 
.01034 .01034 .01034 .01035 .01035 0); 
42 Pharmaceuticals and Medicines 0.00000 0.00000 0.00000 0.00000 0.00000 0.00 
00115 .00086 .00104 .00167 .00107 Ol 
01671 01671 01671 01671 01671 0 
43 Other Chemical Industries .00129 .00082 .00075 .01343 .00277 0: 
.04618 .02889 .04584 .07223 .02632 0: 
.07357 FORB>i7, O35 .07357 .07357 0! 
44 Miscellaneous Manufacturing Industries .00002 0.00000 .00038 .03636 .00035 0! 
.01041 01053 .01016 .01942 .00854 0 
.03998 .03998 .03998 .03998 .03998 0! 
45 Construction, Maintenance and Repair .00266 .00231 .00257 .00244 .00667 0: 
.01931 .01735 .01969 .02163 .02011 AU 
09375 .09376 .09376 .09376 09376 0! 
46 Transportation, Storage and Trade .04377 .03475 .04020 05516 .09994 0! 
.09809 .08680 .09267 i Bslp2 10596 1 
.64264 .64264 .64264 .64264 64264 6 
47 Utilities .00663 .00482 .00406 .00519 .01476 07 
02581 022591 .02355 .02598 .01982 0: 
.08516 .08515 08516 08516 08516 01 
48 Communications and Other Services .03438 .03439 04651 .03841 .04028 0! 
.09357 .08088 .08643 10698 .10362 0: 
.89617 .89617 .89617 89617 .89617 eo) 
49 Unallocated Sector .06352 .05307 .04693 .09126 .10786 cy 
.09196 .07720 .07681 .09321 07941 ci 
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00 0.00000 
52 00141 
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37 00437 
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56 01555 
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36 00683 
25 00825 
17 00334 
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0 0.00000 
2 01309 
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7 00370 
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16 07297 
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© 0.00000 
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5 16193 
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0 00482 
2 04407 
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9 00894 
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Paint and 
Varnish 


41 


0.00000 
.00059 
.01422 


0.00000 
.00150 
.00437 


0.00000 
.00622 
.01555 


0.00000 
.0048 1 
.00825 


.00130 
.00465 
.01073 


.00150 
.00768 
.01638 


00591 
03276 
.07296 


.05878 
02101 
01493 


05622 
1.00962 
.01034 


0.00000 
.00529 
.01671 


.24742 
.15449 
07357 


.0009 1 
02311 
.03998 


.00263 
02283 
.09376 


.04842 
.12940 
.64264 


.00323 
.02537 
.08516 


04591 
.12309 
89617 


.09906 
.11134 
.20308 


Pharmaceu- 
ticals and 
Medicines 


42 


0.00000 
.00072 
01422 


0.00000 
.00196 
.00437 


0.00000 
00061 
01855 


0.00000 
.00632 
00825 


0.00000 
.00755 
.01073 


.06813 
02295 
.01637 


00327 
.01700 
.07296 


.00261 
01063 
01494 


0.00000 
.00655 
.01035 


02995 
1.00332 
.01671 


05534 
05073 
07357 


.00847 
.01609 
.03998 


00413 
LOD 2a 2, 
.09376 


.04101 
.13803 
64264 


.00272 
01848 
.08516 


07560 
14626 
89617 


21527 
.09428 
.20308 


Other 
Chemical 
Industries 


43 


0.00000 


.00061 
01422 


0.00000 


— 


.00147 
00437 


.00874 
.00598 
01555 


.00192 


.00444 


.00825 
.00083 


.00503 


.01073 
.00651 


.00832 
.01638 


.05005 
02941 
.07296 


.01104 


01245 


01493 


.00166 
.00537 
.01035 


.01046 
.00394 
.01671 


OD 
08284 
.07357 


{OILS 
01525 
.03998 


.00796 
02329 
.09376 


.05874 
.12056 
64264 


.02660 
.02800 
08515 


.03470 
LS S2 
.89617 


.09388 
.09747 
.20308 


Miscel- 
laneous 
Manufac- 
turing 
Industries 


44 


.00648 
.00139 
01422 


.00361 
.00235 
.00437 


.00334 
.00530 
01555 


.00914 
.00581 
.00825 


.00078 
.00575 
.01072 


.00933 
.00788 
.01637 


.00229 
01843 
.07297 


.10443 
.03230 
01493 


.00361 
.00667 
.01034 


0.00000 
.00238 
.01671 


.00777 
13533 
.07358 


.08222 
1.03440 
.03998 


.00358 
02011 
.09376 


.03699 
.11693 
.64264 


00556 
.02078 
08516 


.04410 
.11380 
89617 


.10893 
09563 
.20308 
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Construction, 
and Repair 


45 


0.00000 
.00085 
.01421 


00578 
.00097 
.00437 


.01726 
00484 
01555 


.01197 
.00305 
.00825 


{OSyils7/ 
01226 
.01073 


01114 
.00629 
.01638 


2012377 
.01310 
.07296 


.00012 
.00601 
01493 


.00532 
.00323 
.01035 


.00004 
.00066 
.01671 


.00308 
.02187 
.07358 


.00699 
.00644 
.03998 


.00057 
1.01661 
.09376 


.10803 
07858 
64265 


.00087 
01554 
08516 


.04609 
.07052 
89616 


.00742 
.07294 
.20309 


Trans- 
portation 
Storage 
and Trade 


46 


0.00000 
.00033 
01422 


.00001 
.00083 
00437 


.00007 
.00159 
01555 


.00029 
.00229 
00825 


.00005 
.00266 
.01073 


00023 
00186 
.01638 


.02095 
.00904 
07297 


.00028 
.00287 
.01494 


.00002 
.00258 
.01034 


0.00000 
.00070 
.01671 


.00038 
01435 
OTB 5i/ 


00125 
.00547 
03998 


01850 
.01378 
.09375 


06559 
OS 7/15) 
.64264 


.00735 
.00734 
08516 


.07810 
.06163 
89617 


07533, 
03524 
.20308 


Utilities 


47 


0.00000 
.00025 
01421 


0.00000 
.00074 
.00437 


0.00000 
.00192 
01555 


0.00000 
.00183 
.00825 


0.00000 
.00478 
.01073 


0.00000 
.00171 
.01637 


.00547 
.00557 
.07296 


0.00000 
.00117 
.01493 


~ 0.00000 


00158 
.01035 


0.00000 
.00034 
.01671 


.00027 
.00649 
.07357 


0.00000 
.00295 
.03998 


05329 
.01928 
.09375 


.01326 
.03642 
.64265 


aS25i1 
04395 
.085 16 


.04369 
.04309 
89617 


02811 
.02500 
.30309 
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Communi- 
cations and 


48 


0.00000 
.00030 
01422 


0.00000 
00088 
.00437 


.00006 
.00209 
01555 


.00000 
00224 
.00825 


.00013 
.00472 
.01072 


.00016 
.00230 
.01638 


.00256 
.00604 
07297 


.00003 
.00230 
01493 


.00101 
.00215 
.01034 


00098 
.00063 
.01672 


00248 
.01070 
AOTBISSI/ 


.00168 
.00439 
.03998 


05817 
01130 
.09376 


01330 
.04616 
.64265 


.00276 
.00484 
08515 


08850 
1.04826 
89617 


.05086 
.02822 
.20309 


Unallocated 


Sector 


49 


.00060 
00152 
01422 


.00499 
.00144 
.00437 


.00369 
.00452 
01555 


.01379 
.00452 
.00825 


.00010 
.00514 
.01072 


.00396 
.00607 
.01638 


00111 
.01997 
.07296 


.00021 
01458 
01493 


.01469 
.00566 
.01035 


.00297 
.00178 
01671 


.02536 
04552 
07357 


.02978 
.01346 
.03998 


0.00000 
.03784 
.09376 


26928 
.11209 
.64264 


0.00000 
01952 
.08516 


24443 
15388 
89617 


0.00000 
WS ipl 
.20309 


Industry No. 


34 


a5) 


36 


Bi7/ 


38 


59 


40 


41 


42 


43 


44 


45 


46 


47 


48 


49 


= 


Appendix 


Table A2 — 
Sectoral Classification of the 1965 Ontario Input-Output Table — 
Industry Titles and Definitions on the Basis of the Standard Industrial Classification! 


Industry 
Number 


1 


ON 


ioe) 


NN NY WN 
~— 


Ke) 


45 


Input-Output Industry Title 


Agriculture, Forestry and Fishing 


Mining 


Meat and Poultry 

Dairy Products 

Grain Mills 

Biscuits and Bakeries 

Sugar and Confectioneries 
Other Food Industries 

Soft Drinks 

Distilleries, Breweries and Wineries 
Tobacco and Tobacco Products 
Rubber Products 

Leather and Leather Products 
Cotton Yarn and Cloth 
Synthetic Textiles 

Knitting Mills 

Clothing Industries 

Other Textile Mills 


Sawmills 

Furniture and Fixtures 

Other Wood Industries 

Pulp and Paper Mills 

Paper Products 

Printing and Publishing 

Iron and Steel Mills 

Other Primary Metals Industries 
Fabricated and Structural Metals 
Metal Stamping, Pressing and Coating 
Other Metal Fabricating Industries 
Miscellaneous Machinery 

Motor Vehicles and Aircraft 

Other Transportation Equipment 
Electrical Appliances 

Electrical Industrial Equipment 
Communication Equipment 

Other Electrical Products 

Clay, Lime and Cement 

Other Non-metallic Mineral Products 
Petroleum Refineries and Coal Products 
Plastics and Synthetic Resins 

Paint and Varnish 

Pharmaceuticals and Medicines 
Other Chemical Industries 
Miscellaneous Manufacturing Industries 


Construction, Maintenance and Repair 


17960 classification system. 


Standard Industrial Classification Number 


O11,,0137 015,017, 019; 02 1703.1,,059; 
041, 045, 047 


051, 052, 053, 054, 055, 056, 057, 058, 
059, 061, 063, 065, 066, 071, 073, 077, 
079, 083, 087, 092, 094, 096, 098, 099 


101, 103 

105, 107 

WB}, Z2S5., 125) 
1230129 

U3sil, 1333" 

il, IP, WSS; 13S 
141 

143, 145, 147 

3, Sys) 

161, 163, 169 
G2, NIA", NS, NID 
183 

201 

28 16289 

243, 244, 245, 246, 247, 248, 249 


193) 197,211, 212,203, 2145215, 216; 
DSS, PIS), 2 ihe, PB AAD) 


23 

261, 264, 266, 268 

DS), DSS, BOs Aisi ASS) 

Af 

TPs Palle PAVE: 

286, 287, 288, 289 

Zon 

AISI, PIE, SYS), ENG, PY, PRS 

302 

304 

301, 303, 305, 306, 307, 308, 309, 315 
SIF Sloss 

B21 3233245325 

BVA), SVE, BPRS; SVR 

all, 3372 

336 

334, 335, 338 

sii, IY 

Bae 34353455 5471545550 52S 
33544, BDO, SIO, S45 BY 

365, 369 

S75 

375) 

374 

ale SUP TE, ks, SI) 

Shel, SH, SEIS, Shei, Silo, Swi; By, BIG 
BW, Se 


404, 406, 409, 421 


ustry 
nber Input-Output Industry Title 


Transportation, Storage and Trade 


Utilities 
Communications and Other Services 


Unallocated Sector 


Standard Industrial Classification Number 


ne 
le A2 — 


i Classification of the 1965 Ontario Input-Output Table — 
ustry Titles and Definitions on the Basis of the Standard Industrial Classification 
ntinued) 


[eee 


602, 604, 606, 608, 611, 613, 614, 615, 


616, 617, 618, 619, 621, 622, 623, 624 


By 


625, 626, 627, 629, 631, 642, 647, 649, 
652, 654, 656, 658, 663, 665, 667, 669, 
673, 676, 678, 681, 691, 692, 693, 694, 
695, 696, 697, 699, 501, 502, 504, 505, 
506, 507, 508, 509, 512, 515, 516, 517, 


S19 924, 527: 
572, 574, 576, 579 


543, 544, 545, 548, 801, 803, 805, 807, 
809, 821, 823, 825, 827, 828, 842, 851, 
$53,859,871 872,873, 874, 875. 876, 
877, 878, 879, 894, 896, 897, 702, 704, 
731, 735, 861, 862, 864, 866, 869, 737, 


831, 891, 893, 899 
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information on economic activity in Ontario. 
Signed articles reflect the opinions of their 
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Economics and Intergovernmental Affairs, 
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About the Review 

While the decision to build a second 
international airport for the Toronto area 
was a federal government decision, the 
government of Ontario played a major role 
in the process of selecting that site. In order 
to clarify the nature of that role the Hon. 
W. Darcy McKeough tabled in the Legisla- 
ture on June 6th, a collection of Provincial 
documents compiled during the course of 
the four-year decision-making process. 

The feature article for the May/June 
issue of the Ontario Economic Review is 
based on two of these documents. The first 
is a background paper which explains the 
context in which each of the documents was 
produced, summarizes their contents and 
outlines the reasons for the policy decisions 
that were made at the various stages. The 
second, which forms an appendix to the 
article, is the essence of a provincial report 
which evaluated the proposed airport sites 
in Beverly Township and Pickering Town- 
ship according to the impact they would 
have on the Toronto-Centred Region in 
terms of: stimulation of growth in the eastern 
corridor; establishment of a linear arrange- 
ment for a system of cities and services and; 
development of peripheral urban centres such 
as Port Hope and Cobourg. 

The article appearing in this issue was 
edited for publication by John J. Morning, 
who departs as editor of the Ontario 
Economic Review and Ontario Statistical 
Review to join the Ministry’s Organization 
Development unit. 


Indicator Charts, Pages 8-10 
Fluctuations in aggregate economic activi 
— commonly used to define business cycl 
do not necessarily correspond with fluctu 
tions in the individual activities which ma 
up the aggregate. Instead different indica: 
of economic activity may vary with respe, 
to both their rates of growth and the timii 
of their peaks and troughs: some may 
grow more rapidly than others, some 
change direction sooner. 

Those activities which tend to assume’ 
a direction in advance of the aggregate — 
because they relate to future rather than | 
present production — are referred to as \ 
leading indicators, and are widely used tc 
anticipate the short-run future course of | 
overall economy. The charts on pages 8- 1 
in the Ontario Economic Review present 
a number of these leading indicators, as‘ 
as several which are coincidental to or 
lag behind the aggregate, to provide for — 
the reader an opportunity to make 
such an evaluation. 

While comparisons of the timing and © 
direction of general changes in the variot 
indicators can readily be made, great cat’ 
must be exercised in making such a 
comparison of the amplitude of fluctuati 
Of the three vertical scales used — ‘A’ 
(arithmetic) and ‘L 1’ and ‘L 2’ (logarit 
scales with one and two cycles respeciag| 
over a given vertical distance) — only th’ 
logarithmic scales can be used to compa 
relative changes in different indicators. “a 
this applies only when all series being 
compared are on the same logarithmic 
scale. In such a situation all parallel line: 
represent equal rates of growth, the exac’ 
rate of growth being determined by 
the slope of the line. 
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tile the value of the Canadian dollar con- 
jes to rise, the merchandise trade balance 
in shows marked deterioration. Imports 
itinue to rise more rapidly than exports. 
the first four months of 1972 total imports 
vanced 21.7 per cent, almost three times 
7.3 per cent rate of growth of exports. 
deteriorating trade performance is a re- 
tion of two basic factors —a marked 
rease in Canada’s deficit in trade in manu- 
ured products and an overall reduction 
oreign demand for Canadian goods. 
n merchandise trade during April, 
qada imported $1.51 billion worth of 
ds, compared to $1.28 billion in the same 
nth of last year. Canada exported $1.48 
ion worth of goods in April, up from 
i billion a year earlier. The above figures 
‘not include re-exports. When re-exports 
‘included Canada had a surplus and not a 
cit in April of this year. The basic figures 
fore re-exports are included), however, do 
‘indicate a healthy trade situation. If the 
til deficit continues through May and June, 
qada will have its first quarterly trade 
cit since the second quarter of 1966 when 
49 million deficit was recorded. Data for 
first quarter of 1972 show a surplus of 
'0 million. However, rapidly rising im- 
ts and lagging exports have steadily re- 
ed trade surpluses since the high of $947 
lion reached in the last quarter of 1970. 
“he slow growth of Canadian exports in- 
ses the difficulty of reducing the relatively 
1levels of unemployment we are currently 
eriencing. A continuous expansion of 
'§ to other countries is needed if the num- 
of new jobs in Canada is going to keep 
with the number of people entering the 
ur force. 
\ggravating the difficulties in export 
rts is the continuous upward pressure on 
Canadian dollar. On June 7, the dollar 
ngthened to a closing value of 102.34 
ts (U.S.) — the highest the dollar has 
ed since the latter part of 1960. The dol- 
has risen by almost three per cent since 
beginning of the year, when it was trad- 
at approximately 99.5 cents (U.S.). The 
*nt strength in the Canadian dollar reflects 
wiety of developments, including a general 
kness of the U.S. dollar in international 
fency markets, increased borrowings 
oad by the provinces, and the attraction 
foreign investment capital because of 
lada’s relatively strong economic perform- 
€. Significant to this development are the 


much higher short-term interest rates in 
Canada than in other major industrial coun- 
tries and in the Eurodollar market. This fac- 
tor, as well as speculation that the Canadian 
dollar will rise further has caused an inflow 
in the past few months of short-term capital 
which has been reflected in the rise of the 
trading value of the Canadian dollar. 

The Bank of Canada is reported to be fol- 
lowing a middle-of-the-road approach, at- 
tempting to hold down the value of the dollar 
or at least slow its rise, while endeavouring to 
moderate the growth in money and credit in 
the economy. It has not been too successful 
in this approach so far, as the dollar has ap- 
preciated significantly and the growth of the 
money supply has continued at a high 18 per 
cent at annual rates. The Bank of Canada is 
faced with the problem of trying to hold down 
the rate of exchange. To do so, it must supply 
large amounts of money to the economy. This 
would encourage inflation which some econ- 
omists fear already poses a serious threat to 
economic stability in Canada throughout the 
rest of the year. 

Statistics Canada data also reveal increas- 
ing reliance upon the United States. Canadian 
exports to the U.S. have increased and 
Canada maintains a surplus in merchandise 
trade with that country, but exports to other 
countries are running below last year’s levels. 
The latest figures also show that the United 
States is reducing the trade deficit with 
Canada. Imports from the United States were 
$1,067.0 million in April, up from $926.9 
million in April, 1971. Canadian exports to 
the United States rose to $1,100.8 million 
from $986 million over the same period. By 
comparison imports from the U.S. rose by 
$142 million while exports were up only 
$114 million. 

The increase in sales to the United States 
has been a major factor in keeping Canada’s 
total export figure on a rising trend. How- 
ever, with imports from the U.S. going up at 
a much faster rate the result has been that 
the United States has steadily taken a larger 
share of Canada’s overall trade. Several 
sources have advanced the argument that 
such a large portion of its trade with the 
United States ties Canada closer to that 
country than does ownership of Canadian 
firms by U.S. interests. The heavy trade 
leaves Canada vulnerable to U.S. govern- 
mental actions, such as the imposition of an 
import surtax, in a manner unequalled by 
the ownership of Canadian firms. 


The increase in the tempo of domestic 
economic activity has contributed to the 
expansion in imports, whereas exports suf- 
fered from the slowdown in some overseas 
countries and the unusually severe winter 
which particularly influenced wheat  ship- 
ments. Exports to the U.S., however, rose as 
the economy there appeared to be moving 
into a period of more rapid expansion. 

In addition, there has been a shift in the 
trade position in motor vehicles and parts. 
In the first quarter, there was a motor vehicle 
deficit of $60 million, compared with a $50 
million surplus in the first quarter of 1971. 
The surplus in motor vehicle trade with the 
United States declined to $59.7 million from 
$102.5 million over the same period. Statis- 
tics Canada reports that the declining surplus 
resulted mainly from increased imports of 
parts. The deficit with other countries widen- 
ed by approximately $67.0 million mostly 
from increased imports of vehicles. 


Index of Industrial Production 

The Canadian index of industrial production 
moved ahead in April after very small ad- 
vances in the first quarter of the year. Data 
recently released by Statistics Canada show 
that the index rose to 188.3 in April, up 
2.1 per cent from 184.4 in March. The 
March level was unchanged from February, 
and there was only a gain of 0.3 per cent in 
January and February. The index is based 
on 1961 output of manufacturing, mining 
and electric power, gas and water utilities. 

The report for April showed strong gains 
in both durable and non-durable goods man- 
ufactured, which combined account for about 
one-quarter of Canada’s total output. Dur- 
able goods output, led by a 10.3 per cent 
gain in production in the wood industries, 
rose by 3.1 per cent. Non-durable manu- 
facturing was up 2.1 per cent. Mining pro- 
duction increased by 2.0 per cent largely 
due to a 4.2 per cent increase in output of 
the metal mines. Only electric power, gas 
and water experienced a decline. 

The index of industrial production meas- 
ures approximately one-third of Canada’s 
total output, and its three principal compo- 
nents (manufacturing, mining and the utili- 
ties) are those which most readily reflect 
rises or declines in the cycle of business 
activity. The index measures the physical 
volume of output in Canada exclusive of any 
increase in value due to price rises. The data 
is adjusted to eliminate seasonal fluctuations 
which result from high production in the 
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summer months and reduced output during 
the winter slowdown. 

All components of the durable goods 
segment rose with the strongest gains being 


made in transportation and equipment, elec- - 


trical products and non-metallic mineral 
products, as well as wood industries. Demand 
for durable goods is usually regarded as a 
good indication of underlying strength or 
weakness in the economy. Demand for non- 
durables, such as food, clothing and fuel, 
tends to remain more constant. Output of 
the petroleum and coal products industries, 
however, rose 8.0 per cent last month. Food, 
tobacco and rubber industry output rose 
between two and three per cent. 


Gross National Product — First Quarter 1972 
Statistics Canada has released preliminary 
estimates of the National Income and Ex- 
penditure Accounts which indicate continued 
growth in the nation’s output of goods and 
services in the first quarter of 1972. Little 
change is evident in the overall rate of in- 
crease in prices and the growth pattern was 
similar to that in the fourth quarter of 1971. 
An outstanding feature of the first quarter, 
was a sharply rising rate of inventory in- 
vestment. 

Gross national product at market prices is 
estimated to have risen by 2.2 per cent or 
$2.1 billion to a level of $98.7 billion season- 
ally adjusted at annual rates. This compares 
with a 2.1 per cent increase in the fourth 
quarter of last year. After discounting a rise 
of 1.1 per cent in the overall implicit deflator, 
the volume of production is shown to have 
risen by 1.0 per cent —a similar pace of ad- 
vance as that of 0.8 per cent shown by the 
revised estimate for the fourth quarter of 
1971. The previously released estimate had 
shown a stronger fourth quarter. 

Domestic demand (GNP plus imports less 
exports ) continued to increase and to outpace 
production, resulting in an unusually large 
increase in the deficit in the balance of trans- 
actions with non-residents. Consumer outlays 
again posted a good gain, despite a fall in 
new automobile purchases. Housing construc- 
tion, which has also been a major sustaining 
force in previous quarters, continued to ad- 
vance. An important source of strength in the 
quarter was the increase in non-farm business 
inventories, which showed the largest accum- 
ulation since the fourth quarter of 1969. On 
the other hand, fixed capital formation, ex- 
cluding housing, and exports were sluggish 
in the first quarter, in line with the perform- 


Estimates of Population, Canada and Provinces (Thousands) 


Estimated Population 


April 1, 

1972 
CANADA 21,788 
Newfoundland 530 
Prince Edward Island 113 
Nova Scotia 793 
New Brunswick 642 
Quebec 6,056 
ONTARIO 7,800 
Manitoba 991 
Saskatchewan O17. 
Alberta 1,650 
British Columbia 2,241 
Yukon 19 


Northwest Territory 36 


Source: Statistics Canada, Daily, June 2, 1972. 


ance displayed in the second half of 1971. 
Government current expenditure on goods 
and services rose at a substantially lower rate 
than in the previous three quarters. 

Consumers increased their outlays on 
goods and services by 2.1 per cent or $1,188 
million. This represented a little over half of 
the total increase in the value of production. 
The rate of increase in the fourth quarter of 
1971 was 2.6 per cent. The somewhat lower 
rate of growth in the first quarter was entirely 
due to reduced expenditure on new cars, 
down 8.6 per cent after an exceptionally 
strong performance in the four previous quar- 
ters. Excluding new cars, personal expendi- 
ture rose by 2.9 per cent compared with 2.4 
per cent in the fourth quarter of 1971. 

The current boom in housing construction, 
which started in mid-1970 and continued 
throughout 1971 was still evident in the early 
months of 1972. In the first quarter, the value 
of work put in place, which reflects new starts 
during the quarter and the backlog of con- 
struction started in previous periods, rose by 
5.5 per cent to reach a level of $5,028 million. 
The number of units started — in excess of 
262,000 — was one of the largest on record. 
Starts were concentrated in single houses, 
which have a larger value on average than 
duplexes and apartments, thus accentuating 


Per C 

Census Incre: 

Jane 5 June 1, Since 

1972 1971 Censu 
PAWS 21,569 1.0 
528 22 15 
12 re 0.9 
793 789 0.5 
640 350) 1G! 
6,047 6,028 0.5 
WUT T7493 is 
989 988 0.3 
919 926 —1.0 

1,644 1,628 1.40 

227 2,185 2.6 — 
19 18 6 

36 35 2.98 


the increase in the value of work put in pl. 
The value of investment in single units © 
by 17.7 per cent — the largest quarterly \ 
in the past decade. | 
| 

Population — April 1972 | 
A recent Statistics Canada report estim. 
the population of Canada as of Apri 
1972 at 21,788,000. This was an increas’ 
219,000 or one per cent since the Jun’ 
1971 Census and 57,000 in the first que 
of 1972. Ontario had the largest increasi' 
97,000 — since the Census and British ' 
umbia the greatest percentage growth —. 
per cent. At the present rate of increase: 
22,000,000 population level will be reac’ 
by January 20, 1973. The basis of t! 
estimates is the population count of } 
Census of June 1, 1971. As of noon, Jun! 
the estimated population of Canada ! 
21,810,485. . 
The elements in population change for! 
period since the Census of June 1, 1/ 
were: one birth every one minute and! 
seconds; one immigrant every four min‘ 
and 29 seconds; one death every three 1! 
utes and 17 seconds; one emigrant e* 
nine minutes and 15 seconds; one popula? 
increase every two minutes; each day's! 
crease equals 720 persons. | 


| 
| 
| 
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Ontario government’s involvement in 
decision to build a second international 
ort at Pickering has, from the outset, 
1 characterized by two basic concerns. 
concern has been to make certain that 
needs of air passengers travelling in and 
of the Toronto region would be safely 
_conveniently cared for by whatever 
ities might be built to supplement or 
ace the existing facilities at Malton. The 
r concern has been to make certain that 
| additional facilities would make the 
imum possible contribution to the 
der well-being of the Toronto-Centred 
ion, notably its rational and orderly 
yth and development. 

\ arriving at the decision announced last 
ch 2nd, the provincial and federal gov- 
ients co-operated in a long and complex 
ess which consisted basically of exam- 
5 the broadest conceivable range of op- 
3, and then systematically narrowing 
> options, step by step, down to the 
, most suitable choice. 

s the main body of this paper will relate 
‘eater detail, the decision-making process 
wed this sequence: 

The need for additional air transpor- 
n facilities for the Toronto region was 
oughly established by federal studies 
ited in the mid-1960’s. 

The federal government announced its 

sion to meet these needs by expanding 
on airport. 
| The federal government revoked this 
sion because such expansion would cause 
nuch disruption of the surrounding com- 
ity. Assured that Malton would not be 
nded, the provincial government intro- 
d certain land-use controls over the 
yunding area, to ensure that its growth 
development from then on would be 
patible with Malton’s operations. 
_A federal-provincial task force began 
thing for a site that would become the 
jon of the major international airport 
ng Toronto. 

The search was narrowed down from 
ites to four sites, and the four were 
ysed in detail and compared with Malton. 
Studying these analyses, the two gov- 
lents decided that none of the four sites 
the necessary criteria already laid down. 

Consequently, the basic problem was 
wed, the original terms of reference 
abandoned, and the task force began 
ad to search for a site to complement 


kground Paper tabled in the Ontario 
lature by the Hon. W. D. McKeough, 
Sterof T reasury, Economics and Inter- 
rnmental A ffairs, June 6, 1972. 
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Malton in a two-airport or multi-airport 
system. 

8. Within ‘these new terms of reference, 
two “new” sites (Pickering and Beverly) 
were identified and carefully compared. 

9. The Pickering site alone was found to 
satisfy all technical and other criteria, includ- 
ing the potential to further the objectives of 
the Toronto-Centred Region plan. 

10. The choice of the Pickering site was 
announced simultaneously by the two gov- 
ernments. 

This paper does not purport to relate the 
history of that decision in its entire detail. 
Rather, it is intended to complement and 
interpret the technical reports and other 
documents which were written at various 
stages of the decision-making process. 

Although this process was thorough and 
logical, the complexities of the project were 
such that, in many points in time, several 
studies and processes were proceeding sim- 
ultaneously and were having some influence 
on each other. For instance, while one pro- 
vincial group was producing the proposals 
contained in “Design for Development: The 
Toronto-Centred Region”, a separate pro- 
vincial team concerned specifically with the 
location of a new airport was compiling a 
1970 submission to the federal government. 
Each team, however, was aware of the 
other’s findings, and the Toronto-Centred 
Region report influenced the content of the 
airport submission, even though the latter, 
as it happened, appeared a month before the 
former. 

In spite of many such simultaneous or 
overlapping studies, the history of the airport 
decision can be related as follows: 

As a result of a study begun in 1966, the 
federal government announced in 1967 that 
it intended to expand Malton airport to meet 
the future air transportation needs of the 
Toronto area. 

In December 1968, the federal govern- 
ment decided that the proposed major ex- 
pansion of Malton airport to accommodate 
traffic to the mid-1980’s and beyond was 
unacceptable, in view of the large-scale dis- 
ruption that such expansion would cause. 
It was demonstrated that some 35,000 people 
were already affected by noise from flight 
operations and that the proposed expansion 
of Malton would subject an additional 35,000 
people in existing residential communities 
to this noise. 

Assured that Malton would not be ex- 
panded, the Ontario government introduced 


land-use controls in the noise area to make 
sure that any growth around the airport 
would be compatible with flight operations 
from Malton as it existed. 

In announcing the controls, the Honour- 
able W. Darcy McKeough, then Minister of 
Municipal Affairs, said in a public statement 
that they represented “the first comprehen- 
sive attempt by any jurisdiction in North 
America to ensure that the utilization of 
lands in the vicinity of an airport would be 
compatible with the high noise levels gener- 
ated by aircraft operations”. Since these 
controls were announced, some 25,000 
people have moved into areas which are not 
controlled and which would be affected by 
noise if Malton were expanded. 

Soon after, a federal-provincial task force 
was formed to seek an alternative site as the 
major airport for Toronto, to be operative 
about 1980. Malton would be confined to 
handling its existing volume of traffic. 

Federal experts initiated this search by 
identifying 59 sites within a 50-mile radius 
of Toronto. Purposely, it was a rough first 
list, designed to identify any site that could 
become a major six-runway airfield. 

Next, the task force set about reducing 
this list to a few sites, eliminating the others 
on grounds of safety, operational considera- 
tions involving navigational aids, aircraft and 
air traffic control equipment, ground access 
problems, existing flight paths, weather, dis- 
turbance to heavily built-up urban areas, and 
so on. 

By this process, the list was reduced to 
four sites: Lake Simcoe, Lake Scugog, 
Campbellville (Guelph-Kitchener) and 
Orangeville, which were to be analysed in 
depth. As part of this analysis, the Ontario 
government commissioned a study entitled, 
“Regional Impact of a New International 
Airport for Toronto”. Published in March, 
1970 for internal government use, this report 
was the work of a consultant, Gerald Hodge, 
who had been commissioned by the govern- 
ment and had considerable support from the 
province’s regional development staff in pre- 
paring the report. 

The Hodge Report, like several that fol- 
lowed it, is too technical and too detailed 
for brief summary here. However, two signi- 
ficant points about it should be noted. First, 
Hodge forecast the annual flow of air pas- 
sengers through Toronto would reach 54 
million by the year 2000 (a figure roughly 
in line with the federal estimate). Experts 
from both governments agreed that this 
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would be far too many passengers to be 
served by Malton’s facilities, which were 
then handling 5.3 million per year. 

Secondly, Hodge set out his views on the 


pros and cons of the four sites then under. 


consideration as eventual replacements for 
Malton airport and rated Orangeville and 
Lake Scugog highest. 

The Hodge study, combined with the 
findings of three other studies commissioned 
by the federal government, were summarized 
in a provincial document of April 1970 en- 
titled, “Submission to the Government of 
Canada in Respect of the Location of the 
Second International Airport for the Toronto 
Region”. 

As this report said, “None of these studies 
were (sic) required to provide conclusions or 
recommendations for any particular site but 
only to provide a detailed data analysis of 
each site’s potential...” 

The report, dated April, 1970, set out 
criteria designed to facilitate consideration 
of the options and to enable policy decisions 
to be made on the basis of comparisons be- 
tween sites. 

Using the four technical studies as the 
basis of its judgment, this report made these 
observations: 


Costs to various levels of government: Lake 
Simcoe would involve by far the highest cost. 
Among the other three sites there would be 
“no significant difference”. 


Costs to users of the air terminal: Campbell- 
ville (i.e. Guelph-Kitchener) would cost 
considerably less than the others — to the 
extent of $1 billion over 30 years. 


Social, ecological and environmental disrup- 
tion: Lake Simcoe would present “significant 
destructive influences” and would be “partic- 
ularly harmful to the recreational potential 
of the Toronto region”. There were “no sig- 
nificant differences” between the other three, 
Campbellville (Guelph-Kitchener) was the 
poorest choice of these three. 


Benefits to the region’s long-range develop- 
ment: Lake Scugog and Orangeville sites 
were best. Campbellville had “some signifi- 
cant disadvantages” 


This report, offering such evaluation rather 
than a firm recommendation, said that there 
had to be a trade-off between alternative 
advantages and that the choice of site would 
depend on a policy decision on how much 
weight would be given to various criteria. 

In mid-1970, federal-provincial discus- 


sions at the ministerial level intensified. 
From the federal point of view, none of the 
sites was technically excellent and some had 
significant drawbacks. Meanwhile, the On- 
tario government had misgivings about the 
same sites in relation to its Toronto-Centred 
Region plan. In its plan, entitled, “Design 
for Development: The Toronto-Centred Re- 
gion”,? the Ontario government called for 
measures to encourage a relatively heavier 
increase in the population to the east of the 
city. Observing that “Malton will continue 
to exert an enormous influence on the shape 
of the region’, the report added: 


“The location of a new international air- 
port to service southwestern Ontario 
would be of most crucial significance to 
the future spatial pattern of the Toronto- 
Centred Region. An airport will bring 
with it, into an immediate impact area, in 
excess of 120,000 people with public and 
private investment in excess of $3 billion. 
Furthermore, since a new airport will re- 
quire highly efficient transportation routes 
between itself and Malton, a new corridor 
for potential development will be created. 
The integrity of the development concept 
requires that a site be chosen which does 
not add such a powerful magnet for de- 
velopment in a location which conflicts 
with strategic components of the plan.” 


Because of the doubts being expressed 
about all four external sites, an internal re- 
view was taken in the Ontario government of 
the feasibility of having Malton handle all 
air traffic until the year 2000. Population 
estimates for the area were brought up to 
date and studies were conducted of the 
problems of expanding the airport (“Toronto 
Airport Location — Proposed Malton Ex- 
pansion”) and of the associated question of 
providing sufficient ground transportation to 
serve the airport. 

Within the limits of its own assumptions, 
the study on expansion of the airport ap- 
peared to offer a practical solution to the 
whole problem. It showed, to no one’s sur- 
prise, than expanding Malton would cost 35 
to 65 per cent less than building a major 
six-runway airport at any of the other four 
potential sites. (The Pickering concept, far 
less expensive than those four other sites, 
had not yet been costed out.) “The savings 
in primary capital costs alone are $400 mil- 
lion,” the report said. It conceded that 
Malton would generate more ground traffic 
than could be handled by all highways then 
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existing or planned, and that the highy 
still in the planning stage were at the pri 
cal limit of 16 lanes. However, the re 
suggested that the ground transporta 
problem could be solved by a system of n 
terminals away from the airport site. T] 
could be connected to the airport b 
rapid-transit system built especially for 
purpose. 

Conceding another set of major diffi 
ties that expansion would bring about, 
report noted that “the political history of 
expansion of this site is such as to sug 
that further encroachment on urban |; 
further increases in noise and air pollu 
and further risk of safety hazards is soc; 
unacceptable in this area.” (What it m 
have added was that by then the unrestri 
area around Malton was even more den 
built up than it had been when objection 
expansion were voiced in 1968. ) 

To overcome these “socially unaccepta’ 
difficulties, the report warned that strin) 
technical controls would be needed to » 
vent any further spread of noise and) 
pollution, as well as “strong control of: 
vicing and subdivision approvals” to hold 
population down to existing target figur 

The report also conceded that expan) 
Malton would encourage the very popula 
shift that the Toronto-Centred Region | 
was designed to reverse; but it argued aj 
that strong government controls could, 
strain this trend. | 

Ontario government leaders read | 
report and decided that its proposition | 
based on too many risky assumptions 
assumed that a number of major unte 
and undeveloped technological advance’ 
rapid transit, noise abatement and pi! 
tion control would all become practical r! 
ties by the time expansion was complet 

If that assumption proved wrong, t| 
sands of people who had recently moved ' 
the Malton area, on the assurance that! 
airport’s adverse effects would not ti! 
them, would suffer from noise and air? 
lution. 

The report also assumed that the m| 
ures proposed by the Toronto-Centred | 
gion plan could be modified drasti'! 
enough to overcome the added impetus‘ 
a population build-up west of the city. 

Ontario government leaders looked ! 
at those assumptions and rejected the’ 
port’s proposals. 

Now the search for a solution to! 
airport problem had reached a point W! 


e of the alternatives at hand were con- 
ered satisfactory. 

t was therefore decided to review the 
e and see what modifications might be 
sidered. A Summary Report on Status 
Airport Planning was prepared for the 
ario Cabinet and this outlined the fol- 
ing options: 


Expand Malton only. 

Build a major airport elsewhere and let 
Malton handle only the short-haul flights. 
Expand Malton, purchase a landbank at 
one of the other sites and develop the 
later into an airport only if Malton 
proves unable to contain its noise and 
air pollution. 

Expand Malton and develop a system of 
Tegional airports with Malton having a 
central, long-haul role. 

Close Malton in the early 1980’s and 
meanwhile develop a new airport else- 
where. 


‘he report recommended a combination 
these alternatives involving a moderate 
ansion of Malton beyond the current 
se II, together with the development of 
lajor eastern airport site as soon as pos- 
ee 
‘he approval of this decision meant there 
to be not just a single airport but a sys- 
‘of airports. The second airport, wherever 
ight be, did not have to meet the stringent 
lirements set out for the original four 
3. The task force was then able to recom- 
id consideration of two new sites: Beverly 
ship, in the southwestern sector of the 
on, and Pickering Township, in the north- 
. Federal authorities looked at the new 
senders and agreed that both were tech- 
lly feasible for airport operations. 
he selection of the two new sites de- 
ped logically from the studies of the 
fous three years, and from the new 
mia. It was most desirable to pick sites 
fitted into the regional transportation 
ems and were strategically placed to 
€ the market. None of the original four 
Met these new requirements. 
1 addition, either of the two new sites 
Id be less costly to build and less costly 
se than any of the original four. 
1 October 1971, a provincial report en- 
d “Review of the Proposed Airport Sites 
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evaluated the two sites according to the 
impact they would have on the Toronto- 
Centred Region. 

It warned that, partly because of “the 
power of an airport to focus growth”, selec- 
tion of the Beverly site would “detract from 
the effectiveness of government measures to 
stimulate growth and services east of To- 
ronto” and might cause problems of absorb- 
ing growth in the nearest cities. 

The report suggested that if inauguration 
of a major western airport could not be 
prevented outright, it should at least be de- 
layed until development east of Toronto had 
gained momentum. 

The Pickering site, the report went on, 
“on the other hand partly satisfies the re- 
quirement for general economic stimulus in 
the eastern corridor, but falls short to an 
extent which may have the effect of stimu- 
lating growth in and adjacent to eastern 
Metropolitan Toronto, rather than in and 
near Oshawa, as desired’’. 

The report also singled out noise and 
ground transportation as potential problems 
in Pickering. But in its summation, the re- 
port left no doubt that Pickering was con- 
sidered by far the better choice for the 
airport site. In a numerical summary of the 
criteria considered vital, Pickering scored 
seven points to Beverly’s four. 

Meanwhile, a report called “Ground 
Transportation Review of Sites E and F” 
suggested that local transportation problems 
at the southwestern site were not nearly so 
severe as at the northeastern site. However, 
the northeastern site, it said, provided the 
greatest capability for both highway and 
mass transit access. A major transportation 
facility for the southwestern corridor would 
be much more difficult to accommodate. 

Environmentally, there were pluses and 
minuses on both sides, but not evenly so, as 
a report from the Ontario Department (now 
Ministry) of the Environment showed, in 
February 1972. 

This report, entitled, “Proposed Toronto 
Airport II: Environmental Impact Study” 
only rated the Beverly Township site a more 
desirable choice for the airport on one count: 
the soil there is less fertile than in Picker- 
ing; hence soil damage in Beverly would be 
a less significant loss. But on 16 other en- 


vironmental points, Pickering proved the 
better choice. Beverly’s farms are more 
modern and successful than Pickering’s — 
many of which are vacant or in need of 
repair. As far as the effects on drainage 
systems, water tables and water quality are 
concerned, Pickering would either suffer less 
— or have less to lose. The same is true of 
the impact of natural vegetation (Pickering 
has no natural woodlots; Beverly has), on 
fishing (many Pickering streams are posted 
against it anyway), on hunting (Pickering 
has no game animals to speak off) and on 
ecological inter-relationships (Pickering’s are 
less complex, hence less susceptible to dis- 
ruption). 

With such strong environmental argu- 
ments going for it, and with the added 
prospect of giving the Toronto-Centred 
Region the right economic stimulation in the 
right place, Pickering became the choice — 
not just for the airport itself but also for an 
adjacent community for which the prov- 
ince now plans a population of 150,000 to 
200,000. 

Prior to the determination of the new 
Pickering airport, the Toronto-Centred Re- 
gion plan called for development of a num- 
ber of new communities in a northeastern 
tier paralleling the lakeshore. Cedarwood, 
Brock and Audley were proposed for devel- 
opment starting in the 1980’s. This growth 
strategy required transportation corridors, 
transit facilities, water, sewerage and other 
community services. 

The development of an airport comple- 
mentary to Malton, at the North Pickering 
site, will not create new unplanned urban 
development. The decision did require some 
modification of the original arrangement of 
the communities and some changes in the 
timing of services. North Pickering Com- 
munity takes into consideration the possible 
runway alignments and the noise from the 
airport. The opportunity it provides is being 
taken to bring about a more exciting and 
attractive city. The new airport provides the 
stimulus for development in this area and 
at the same time assists in diminishing 
growth pressures west of Toronto. 

These changes do not represent a de- 
parture from the growth strategy for the 
Toronto-Centred Region. The decision is a 
major step in its implementation. 
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3See Appendix. 


Appendix 


TCR STRATEGIES USED TO REVIEW 
PROPOSED AIRPORT SITES E AND F‘ 


One of the main goals of the Toronto- 
Centred Region Concept is to “increase the 
level of opportunity” for residents of the 
eastern and northern sectors of the Region. 
In this sense “opportunity” is the notion of 
access to medium and high order activities, 
services and functions. 

Towards achieving this goal — “increase 
the level of opportunity” — the concept in- 
volves the relevant strategies of: 


Strategy 1 — Deflection to and stimulation 
of growth extending from the boundary of 
Metropolitan Toronto to Bowmanville, fo- 
cussed on Oshawa. Growth of the Toronto 
Region has tended to be westward and con- 
gested, and has‘not proceeded at the same 
tempo in the underdeveloped eastern corri- 
dor. Comparatively speaking the smaller 
centres of the eastern corridor do not provide 
the same level of opportunity as is available 
in the western corridor. 


Strategy 2— Linearity which seeks as far as 
possible to align urban places and activity 
nodes along a series of more or less straight 
paths to take maximum advantage of super- 
imposed demand for transportation and ser- 
vices. The linear arrangement would gener- 
ate sufficient traffic to make workable a 
highly sophisticated transportation system, 
thereby increasing the level of aggregate 
opportunity within the system of cities along 
this spine. 


Strategy 3— Decentralization to develop pe- 
ripheral urban centres such as Port Hope/ 
Cobourg. Growth will increase the range of 
services available in these centres and in- 
crease the level of opportunity to. their 
hinterland. 


IMPACT ANALYSIS OF AIRPORT 
SITES E AND F 


Each of the sites is evaluated from the point 
of view of its impact upon achievement of 
the above strategies. 


Site F (Brock City) 

The selection of the site effectively preempts 
the sub-regional centre of Brock City from 
the two-tiered system of cities. The loss of 
this centre does not substantially alter the 
concept; however its selection does have 
varying degrees of impact upon the three 
Strategies: 


4Extract from “Review of Proposed Airport 
Sites E and F — Regional Development Plan” 
tabled in the Ontario Legislature by the 

Hon. W. D. McKeough, June 6, 1972. 


Strategy 1 — The location of the Airport at 
site F would generally be a positive factor in 
the stimulation of growth in the eastern cor- 
ridor. However, the magnitude of this stimu- 
lation is tempered as the selected site does 
not assist fully in the establishment of the 
dominance of Oshawa. It is anticipated the 
primary residential impact will fall on the 
adjoining centres of Cedarwood, Pickering, 
Audley and Ajax and the industrial impact on 
East Metro. As well, the prospect of stimu- 
lation of such undesirable Zone 2 centres as 
Markham and Stouffville (Century City) is 
raised again. 

The airport location at F partly satisfies 
the requirement for general economic stimu- 
lus in the eastern corridor, but falls short to 
an extent which may have the effect of 
stimulating growth in and adjacent to Metro- 
politan Toronto, rather than in and near 
Oshawa, as desired. 

The goal here is to move Oshawa ahead 
as soon as possible in order to establish 
quickly the medium and higher order activi- 
ties there and then subsequently stimulate 
growth in Ajax, Audley and Cedarwood. If 
growth is delayed at Oshawa, places like 
Cedarwood and Audley will establish their 
affinities with Metropolitan Toronto rather 
than Oshawa. In this regard, Site B (Lake 
Scugog) is acceptable. 


Strategy 2— Site F generally supports the 
notion that all regional generators and attrac- 
tors should be on line and therefore well 
interconnected. Site F is acceptable in this 
regard as long as the transportation inter- 
change between the regional public system 
and the airport public circulation system is 
at the southern extremity of the site. 


Strategy 3 — Site F provides more conveni- 
ent access than Site E for long-haul service 
for Port Hope/Cobourg and Peterborough/ 
Lindsay. However, it is not as favourable as 
the combination of Malton and Site B. An 
airport at Site F, with these user benefits, 
would positively foster decisions to locate at 
Port Hope/Cobourg and consequently assist 
the achievement of Strategy 3. 


Other Observed Constraints and 

Opportunities 

The utilization of Site F will have an effect 

upon the site locations of six regional activi- 

ties: 

e The site for the new City of Brock will be 
completely used by the Airport (Brock 


City site and Site F are virtually coi 
dent). 

e HEPC’s proposed 500 K.V. lines 9 
N/S alignment along the west side 
Duffins Creek, plus an E/W _alignn 
immediately South of Claremont as > 
as a proposed transformer site south-\ 
of Claremont, all would have to be 
located. 


e The C.P.R. Peterboro Subdivision we 
have to be relocated which may cr 
the opportunity to directly serve Site 
However, a slight northerly relocation 
the C.P.R.’s Oshawa Subdivision we 
more advantageously serve Site F a 
then would be “on line” of the sec 
principal service-activity spine of Zon 

e Would impair public enjoyment of 
important recreation/conservation 
ments of the mini-belts separating Ce 
wood/Brock/Audley. | 

e The runways on Site F are positioned 
that much of the flight path traverses, 
Parkway Belt. The proposed south 
E/W runway would create overflyin; 
proposed second tier Audley City Cer 

e Added stimulation by the Airport ¢ 
cause a northerly migration of the Zoi 
boundary at Brock, Audley, etc. 

Site E | 

Site E, which is located west of Hamil 

is generally compatible with plans for st) 

turing the western sector of TCR. Howe: 
it detracts from expansion policies for’ 
eastern corridor. 


Strategy 1 — As stated above, Site E «| 
petes directly with the provincial strateg’ 
stimulate growth within the eastern corr) 
Additional growth potential here aggray' 
the servicing problems caused by f! 
growth rates to the west of Metropo: 
Toronto. It diminishes the opportunity‘ 
achieving a more balanced growth bet: 
areas east and west of Metropolitan Torc' 
As far as strategy achievement is concet‘ 
capital spent for facilities in the ea‘! 
corridor is more productive. 


Strategy 2 — Site E can be serviced Db! 
extension of the principal spine of Zor 
rendering it fully “‘on line”. In this reg‘ 
Site E is a better westerly candidate 3 
either Sites C or D (Campbellville< 
Orangeville). 


Strategy 3 — The stimulus of an aifpo | 
not needed in the western area, as ! 


ilton and Kitchener/Waterloo are al- 
1 beyond the lower threshold of self- 
ining development. 

itentially, the westerly extension of the 
id tier spine intersects with the evolving 
iener / Waterloo / Hamilton / St. Cathar- 
spine at Site E, creating a location with 
ium accessibility qualities. Development 
gravitate to this location and thus com- 
with the location of higher order activi- 
at Hamilton, a TCR regional-terminal 
e. 

r Observed Constraints and 

tunities 

utilization of Site E will have an effect 
the site location of three regional acti- 
. 

le major positive consideration of Site 
is that it is compatible with plans for 
ysical structuring of the western sector 
mcCR. 


ie Niagara Escarpment is an effective 
ge to delimit urban development. Site 
within close proximity to the Escarp- 
mt, and sheltering behind it, reduces 
>» chances for a repetition of the Etobi- 
ke experience. 


is possible that Site E is in conflict with 
3PC’s plans for a 500 K.V. Line 
necting Nanticoke to the Galt/Guelph/ 
tchener/Waterloo complex. 


Comparative Summary of Site Impact upon 
TCR Strategies 


F (Brock 
City) 


Strategy 


Eastern 
Stimulation 1 3 


Linearity 


Peripheral 
Centres - 


LEGEND: Weights To 
Subjectively Measure 
Strategy 
Compatibility 


Based on the above subjective evaluation, 
Site F best complements the three selected 
strategies which together help achieve the 
primary TCR goal to increase the level of 
opportunity for future residents of the eastern 
and northern corridors. 


ee 
Selected Economic Indicators 


Leading Indicators 


Average Weekly Hours Worked in Manufacturing, Ontario (Seasonally Adjusted) 


Wal 


New Orders in Manufacturing Industries, Canada (Seasonally Adjusted) 


Building Permits Issued in Ontario, Non Residential Construction (Seasonally Adjusted) 


wees DEON Cycle 


Housing Starts in Centres of 10,000 Population and over, Ontario (Seasonally Adjusted at Annual Rates) 


— Monthly 
=. Quarterly 


1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 


ading Indicators 


y Supply, Canada (Average of Wednesdays, Seasonally Adjusted) 


00, Not Seasonally Adjusted) 


incidental and Lagging Indicators 


ti al Product, Canada (Quarterly, Seasonally Adjusted at Annual Rates) 


new series 


constant (1961) dollars 


ee 
Current Dollars 


ee Constant (1957) Dollars 


lourly Earnings in Manufacturing, Ontario (Seasonally Adjusted) | 


) 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 
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20 


20 
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200 
_180 
_160 
_140 
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$ Billion 
—90 
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10 


_60 
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40 
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3-50 


—3.00 


2.50 


2:00 


VT 9189$ 


CT P1898 


UT 9189S 


VT 91898 


Coincidental and Lagging Indicators 


Average Yield of 3-Month Treasury Bills, Canada (Last Wednesday of the Month, Not Seasonally Adjusted) 


Employment, Ontario (Seasonally Adjusted) 


Unemployment Rate, Ontario (Per Cent of Labour Force, Inverted Scale, Seasonally Adjusted) 


Index of Motor Vehicle Production, Canada (1961 = 100, Seasonally Adjusted) 


1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 [on LOF2 
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Ontario Economic Review Feature Articles 


July 


Aug. 


Sept. 
Oct. 


Nov. 


(Annual Review ) 

Tobacco — Ontario’s Major 
Cash Crop : 
Canada’s Requirements for New 
Business Machinery and 
Equipment from 1965 to 1975 
Some Impressions Arising from 
the First Year of Operation of 
the Ontario Development 
Agency 

Ontario Labour Markets, 
1953-1963 

The Approach of Regional 
Analysis 

The Niagara Economic Region: 
Present Characteristics and 
Prospects of the Future 

The Development of Forestry 
Policy 

An Index of Economic Health 
for Ontario Counties and 
Districts 

Preliminary Indexes of 
Production in Ontario 

A Pilot Study on Regional 
Labour Income in Ontario 

The Growth and Development 
of Primary Iron and Steel 

in Ontario 


Oil and Natural Gas in Ontario 
Ontario Regional Population 
Projections 1961-1986 
Significant Economic Changes 
in Agriculture 

The Growth and Development 
of the Furniture Industry 

in Ontario 

The Institutional Investor and 
the Securities Market 

The Growth and Development 
of the Motor Vehicle Industry 
in Ontario 

Perspective on Recent Price 
Movements in Canada 

The Background of Federal 
Unconditional Grants to the 
Provinces 1867-1887 

A Progress Report on the 
Economic Atlas of Ontario 
Educational Achievement 
Levels in Ontario 
Concentration and Competition 
in Ontario’s Fluid Milk Industry 


1965 (continued) 


Dec. 


1966 
Jan.-Feb. 


March 
April 


May-June 


July 


Aug.-Sept. 


Oct.-Nov. 


Dec. 


1967 
Jan.-Feb. 


Mar.-Apr. 


May-June 


July-Aug. 


Sept.-Oct. 


Nov.-Dec. 


1968 
Jan.-Feb. 


Mar.-Apr. 


May-June 
July-Aug. 


Sept.-Oct. 


Nov.-Dec. 


1969 
Jan.-Feb. 


Mar.-Apr. 


(Annual Review) 


Opportunity through On-the- 
Job Training 

The Development of Ontario’s 
Textile Industry 

“The New Economics” and the 
Province of Ontario 

Progress Under the Automotive 
Free Trade Agreement: 

Some Comments 

Ontario’s New Housing Program 
Economic Education 

The Distribution of Personal 
Income in Ontario and the 

Ten Economic Regions 

Canada and the U.S. Guidelines 


(Annual Review) 

Fertility and Population Growth 
in Ontario 

Soybeans in Ontario: 
Production, Utilization and 
Prospects 

Population Migration to and 
from Ontario 

Towards a Theory of Provincial- 
Municipal Grants 

Ontario’s Demand for Industrial 
and Agricultural Machinery 

to 1976 


The Economy in 1967 


Trade Liberalization and the 
Forest Industries 


Potato Marketing in Ontario 
Budgetary Constraints to Policy 
Development 

The Pattern of Consumer 
Expenditure at Provincial and 
Regional Level 

Development of Information 
Flows for Economic and 
Financial Policy Formulation 


Preliminary Population 
Projections for Ontario 
1971-1991 

The Solemnization of an 
Institutional Marriage (or the 
joining of the ‘Treasury’ with 
‘Economics’ ) 


May-June 


July-Aug. 


Sept.-Oct. 


Nov.-Dec. 


1970 
Jan.-Feb. 


Mar.-Apr. 


May-June 
July-Aug. 


Sept.-Oct. 


Nov.-Dec. 


1971 
Jan.-Feb. 
March 


Mar.-Apr. 


May-June 
July-Aug. 


Sept.-Oct. 


Nov.-Dec. 


1972 
Jan.-Feb. 


March 


Mar.-Apr. 


May-June 


The Reform of Taxation and 
Government Structure in 
Ontario 

St. Lawrence Seaway — Impz 
on Ontario 

Air Pollution and the Utiliza 
of Natural Gas in Automobil 
Vehicles 

An Analysis of Population 
Growth Trends in Ontario 


The Input/Output Structure 
the Ontario Economy 
Economic Aspects of Enviro 
mental Quality for Ontario 
The Public Sector and 
Economic Policy 

Design for Development: 
The Toronto-Centred Regio. 
Geocoding — A Technique i 
Development of Urban 
Information Systems | 
The Development of Ontari« 
Economic Accounts | 


Tax Reform and Small Busi 
Special Supplement — An 
Econometric Model for the - 
Ontario Economy 
Price Changes 1961-1970: 
An Economic Analysis 
An Analysis of Fertility 
Trends in Ontario 
Provincial-Municipal Refor) 
A Progress Report 

{ 
Ontario Economic Account) 
A Dual Approach to the 
Measurement of Provincial. 
Product 
Federal and Ontario Fiscal | 
Policy in 1970 and 1971 


The Input-Output Structure 
the Niagara Region 

Special Supplement — Sect ‘ 
Characteristics of the Ontal) 
Structure of Production 
Ontario’s Property Tax 
Credit Plan 

The Ontario Government a! 
the Pickering Airport Site 
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The Ontario Economy 


An Analysis of Mortality Patterns in Ontario 
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The Ontario Economic Review is prepared 
and edited bimonthly in the Economic 
Analysis Branch of the Office for Economic 
Policy, Ministry of Treasury, Economics 
and Intergovernmental Affairs. The review 
presents articles of interest as well as current 
information on economic activity in Ontario. 
Signed articles reflect the opinions of their 
authors and do not necessarily represent 

the views of the Ministry. 

Subscriptions can be obtained free of 
charge by writing the Editor, Ontario 
Economic Review, Ministry of Treasury, 
Economics and Intergovernmental Affairs, 
Frost Building, Queen’s Park, Toronto 182, 
Ontario. 


About the Review 

The feature article of the September/ 
October edition examines some of the more 
significant aspects of mortality in Ontario. 
Mortality rates for different age and sex 
groups are established and are compared 
on a province-wide basis, and in some 
instances, on an international basis. 

Over the last decade, Ontario and 
Canada have experienced steadily declining 
death rates, while some industrial nations 
have witnessed little improvement in 
mortality levels. In Ontario, declines in the 
rate of infant and maternal mortality, in 
particular, have been dramatic. 

In the last fifty years, improvement 
in female mortality far outstripped that for 
males. For both males and females, how- 
ever, heart disease remains the number 
one cause of death, and continues to claim 
an ever increasing proportion of lives. 

This article was prepared by T. R. Barratt 
in the Economic Analysis Branch of the 
Office for Economic Policy, Ministry of 
Treasury, Economics and Intergovernmental 
Affairs. 


Indicator Charts, Pages 22-24 
Fluctuations in aggregate economic activit 
— commonly used to define business cycles 
do not necessarily correspond with fluctua 
tions in the individual activities which mak 
up the aggregate. Instead different indicate 
of economic activity may vary with respec. 
to both their rates of growth and the timin, 
of their peaks and troughs: some may 
grow more rapidly than others, some 
change direction sooner. i 
Those activities which tend to assume 
a direction in advance of the aggregate — . 
because they relate to future rather than _ 
present production — are referred to as 
leading indicators, and are widely used to. 
anticipate the short-run future course of ti 
overall economy. The charts on pages 22-2 | 
in the Ontario Economic Review present | 
a number of these leading indicators, as Ww 
as several which are coincidental to or 
lag behind the aggregate, to provide for 
the reader an opportunity to make | 
such an evaluation. 
While comparisons of the timing and | 
direction of general changes in the variou: 
indicators can readily be made, great care! 
must be exercised in making such a | 
comparison of the amplitude of fluctuatio: 
Of the three vertical scales used —‘A’ | 
(arithmetic) and ‘L 1’ and ‘L 2’ (logarith 
scales with one and two cycles respectivel 
over a given vertical distance ) — only the’ 
logarithmic scales can be used to compart 
relative changes in different indicators. A. 
this applies only when all series being 
compared are on the same logarithmic 
scale. In such a situation all parallel lines _ 
represent equal rates of growth, the exact 
rate of growth being determined by 
the slope of the line. 


he Ontario Economy 


: Growth of the Canadian Economy in the 
ond Quarter of 1972 

liminary estimates of the National Income 
Expenditure Accounts for the second 
rter of 1972, recently published by Statis- 
Canada, indicate an increase in the pro- 
tion of goods and services, characterized 
strengthened domestic and foreign demand 
| by a moderation in the overall rate of 
’e increase. 

anada’s gross national product, season- 
adjusted at annual rates, rose by $2.9 
ion in the second quarter to reach a level 
$102 billion, an increase of 3.0 per cent 
r the first quarter. The rise in the implicit 
ve index of GNP, slowed to 0.8 per cent, 
apared with the 1.4 per cent increase wit- 
sed in the previous quarter. After dis- 
inting that part of the increase in the value 
goods and services due to higher prices, 
P rose by 2.leper cent in’ the second 
iter. The gain in real output in the first 
itter was 1.2 per cent. 

[he stimulus to production in the second 
urter was largely provided by personal 
venditure on consumer goods and services 
1 by foreign trade, as the rate of growth 
exports outpaced imports, thus reversing 
trend shown in the first quarter. Large 
ns in business spending on machinery and 
lipment and in government capital ex- 
iditure, contributed to a lesser degree, 
-more than offset the dull performance in 
istruction. 

Since the last quarter of 1971, real GNP 
; been rising at a quarterly rate of 1.6 per 
it, about the same rate as during 1971. 
continuing strong gain in consumer ex- 
iditure, which rose at a quarterly rate of 
| per cent in the six-month period, was a 
jor force behind the expansion. The sec- 
d quarter increase of $1.9 billion was one 
the largest in recent years and brought 
nsumer expenditure to a level of $59.3 
lion. 


Personal income in the second quarter 
@ by 4.3 per cent, seasonally adjusted — 
largest percentage gain in many years — 
ile personal disposable income grew even 
ter, by 5.5 per cent. 

Consumer demand was buoyed by a 
lion dollar increase in transfer payments, 
stly in the form of old age pensions and 
employment insurance benefits. The ac- 
eration in the rate of consumer spending 
Ss entirely due to an upsurge of 4.2 per 


cent in expenditure on goods, twice the first 
quarter rate of increase. Spending on new 
automobiles was particularly strong, up by 
almost 18 per cent after an 8.6 per cent 
decline in the first quarter. Business invest- 
ment, with expenditure on machinery and 
equipment rising by 5.7 per cent in the 
second quarter, contributed appreciably to 
the economic growth achieved during the 
quarter. 

The substantial improvement in Canada’s 
current account balance contributed signfi- 
cantly to the strength of the economy as 
measured by GNP. Quarterly Estimates of 
the Canadian Balance of International Pay- 
ments for the second quarter of 1972, re- 
cently released by Statistics Canada, indicate 
that the seasonally adjusted current account 
deficit fell to $17 million from $325 million 
in the first quarter. This improvement in the 
current account balance was largely due to 
the increase in the merchandise trade surplus, 
which at $429 million, amounted to some 
2.5 times that in the first quarter. 

Exports, seasonally adjusted, rose by 
over 8 per cent to $4,982 million, while 
imports went up by 3 per cent to $4,553 
million. The strike at St. Lawrence ports in 
May and June does not appear to have 
affected significantly the overall level of 
exports and imports in the quarter. The rate 
of growth of imports in the second quarter 
was the lowest since the decline recorded 
in the fourth quarter of 1970 when trade 
in automotive products was substantially 
affected by strikes. 

Capital movements between Canada and 
other countries in the second quarter of 
1972, resulted in a net capital inflow of 
$395 million, down $135 million from the 
first quarter capital inflow of $530 million. 
Canada’s net official monetary assets totalled 
U.S. $6,218 million at June 30, 1972, an in- 
crease of U.S. $470 million over the quarter. 
Of this change, U.S. $134 million occurred 
as a result of the revaluation of the stock 
of Canada’s gold-based assets in May. These 
assets include gold, special drawing rights 
and Canada’s reserve position in the Inter- 
national Monetary Fund. Reserves, therefore, 
rose by U.S. $336 million apart from the 
revaluation of existing holdings. 

The spot value of the Canadian dollar on 
foreign exchange markets rose markedly in 
the quarter, reaching a new 10-year peak in 


late June as the United States dollar dipped 
to 97.41 Canadian cents from a mid-April 
value of 99.81 Canadian cents. The spot 
value of the United States dollar closed the 
quarter at 98.47 Canadian cents. The pound 
sterling dropped sharply in relation to the 
Canadian dollar following the British gov- 
ernment’s decision to allow the pound to 
float. 

Sales of new motor vehicles in August, up 
almost 20 per cent compared with the same 
month a year ago, reached a level of 72,800 
units. Recent statistics released by Statistics 
Canada, show that the value of sales 
amounted to $291.9 million, 33.1 per cent 
higher than in August 1971 when 60,841 
vehicles were sold. 

The number of passenger cars sold in- 
creased by 14 per cent, with commercial 
vehicles increasing 47.1 per cent, while the 
dollar value of sales increased by 23 per cent 
and 65.2 per cent respectively. A notable 
feature of the August performance was that 
it was the first time in several years that sales 
of imported passenger cars had declined, 
when compared with the same month in the 
previous year. Although the sales value of 
foreign cars increased by 6.4 per cent, the 
number of vehicles sold fell by 4.2 per cent 
from 18,704 to 17,911. The number of 
Canadian and U.S. passenger cars sold rose 
by 24.8 per cent, from 31,800 to 39,682, 
representing a 30.2 per cent increase in the 
value of sales. 

Figures for the first eight months of this 
year show new vehicle sales to have risen 
by 16 per cent over the corresponding period 
last year; passenger car sales recorded a 12.3 
per cent increase and commercial vehicles 
a 34.2 per cent increase. 

Neither North American manufacturers 
nor their foreign competitors were able to 
increase their share of the passenger car 
market. North American cars accounted for 
75.2 per cent of the domestic market with 
the remaining 24.8 per cent taken up by cars 
manufactured abroad. 

The average price paid for the North 
American car rose by 3.7 per cent, from 
$3,732 to $3,869. Foreign cars also cost 
more to buy, the average price rising from 
$2,671 to $2,977 — a rise of 11.5 per cent — 
thereby increasing their share of the market, 
in terms of dollars, from 19.1 per cent to 
Z20:2:per cent; 
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This study presents a review of the more 
significant aspects of mortality in Ontario. 
Its purpose is to place provincial mortality 
patterns within an international framework 
and to provide an historical perspective for 
a variety of mortality data. The data cover 
primarily the last decade, however in some 
instances, mortality trends have been traced 
back to 1921. 

Statistics shown were, in the main, calcu- 
lated by the Economic Analysis Branch, 
Ministry of Treasury, Economics and Inter- 
governmental Affairs, and are based on 
Census of Canada and Ontario Vital Statis- 
tics reports. Some material was taken directly 
from these sources as well as from Statistics 
Canada Vital Statistics publications. Data 
sources other than these are identified in the 
body of the report. 

It should be pointed out that. statistics 
shown for other than census years are based 
on population estimates and not on actual 
counts. 


I— MORTALITY LEVELS 


International Crude Death Rates 

Crude death rates (deaths per 1,000 popu- 
lation) have shown varying patterns over 
the last decade. It can be seen from Table I 
that in industrialized countries, death rates 
have declined in about half the cases and 
increased in the other. 


Israel, which had the lowest rate in 1961 
(5.8 per 1,000 population) showed the 
greatest percentage increase (20.7) but 
still had the second lowest death rate in 
1969. Canada ranked third in 1969 with 
Ontario experiencing a rate slightly higher 
than the national average. The rates for both 
Canada and Ontario have declined steadily 
over the period, whereas the United King- 
dom, Germany and France which had the 
highest rates in 1969, have shown no signifi- 
cant improvement since 1961. 

It is difficult to estimate the effects of 
changing age distributions on crude rates. 
It appears that many of the increasing rates, 
especially in Israel, could be attributed to 
an aging population. Without age specific 
data, however, concrete conclusions cannot 
be drawn. 


The Ontario Crude Death Rate 

The pattern of crude death rates for Ontario 
from 1921 to 1970 is outlined in Table A? 
Rates declined from 11.8 deaths per 1,000 
population in 1921 to a level of 7.4 in 1970 
—a decline of 37 per cent. Female rates 
showed a decrease of 45 per cent (11.4 to 
6.3), and for males a decrease of 30 per 
cent (12.2 to 8.5). Death rates for the total 
population declined steadily from 11.8 in 
1921 to 9.9 in 1934, increased during the 
period 1935 to 1947, whereupon they have 
steadily fallen to their present level. 


Table I—Crude Death Rates, Selected Countries, 1961-1970 


Percent 

Change 
Country 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1961-1970 
Canada dedie bib aly wre Te eae Dies 1. Onn yeh d tele was ome eta — 5.2 
Ontario Siu See LOR MEE ar OO) 1 ads Owl: omy | ma Om Weed — 9.8 
bY S.Ax DS BSD OREO A: 9 Ae OS ROG a OT 9. OS Es yds + 1.1 
LES.SsR- TOS 12 BOO ame oe ON ee a el S25 +13.9 
Australia peo) el OR OO) eck OO a Gel BF 9.0 + 5.9 
New Zealand 9.0.5 8:92 ESSs 28. Se hel tO) | Os4 Oro eal amc — 2.2 
Israel S6e 0.0 ~ Ol)) Oren O23 6 1055,0°. 0.00 0.5 Onn east +20.7 
Japan 1A “ES, TOF 698 ci "6.8 6.8 9 6.80 16.7766 - 6.8 
France LO. 89 TM. TOMS LOS tO Se Oa tale) los alOnge — 1.9 
Germany (West) POs Te 94 OS SPs eto Lot tos + 5.5 
Italy DAy LOL 10.2: SOG OOO, BOE IO 10e Oy ie + 3.2 
Poland CO" 4.9" FT NO A 1 Re oon Sr + 6.6 
Spain 6.0" *D.0° OF SP © Sie: Gnec oan ero 2ee 68.6" 0.0 
Sweden 98° 10.2 LO. 100°10.1 210.0810: PIO410s® 49.0% + 1.0 
United Kingdom L200 TES I22 PERSISTS 3 Leesan le etic S — 1.7 


*Provisional 


Source: United Nations Demographic Yearbook, 1970 


1See Appendix 


Between 1921 and 1933 the male de 
rate varied from a high of 12.2 to a loy 
10.3. It continued to fluctuate up to 19 
thereafter it steadily declined. The fen 
rate reached a high of 11.5 in 1923, drop 
from 10.5 in 1930 to 9.8 in 1931, andr 
the following year to 10.1. From 1936 
the present, rates have continued to decre; 


Age Specific Rates 
Although crude rates give a general pict 
of mortality trends, they are affected note 
by changing mortality patterns, but also 
shifts in the age distribution of the popi 
tion. It is advantageous, therefore, to ex 
ine age specific data in order to eliminate: 
effect of age distribution. Table B! traces. 
and sex-specific patterns of mortality fi 
1921 to 1970 by five-year age groups. 
This table clearly shows that the grea 
decline in mortality occurred in age gr, 
0-4. In the case of males, the rate drop 
from 31.8 deaths per 1,000 population 
1921 to 4.5 in 1970 —a drop of almost: 
per cent. Similarily, the female rate plun 
from 24.7 to 3.4 per 1,000 population ¢ 
ing the same period — a drop of 86 perce 
For male rates, improvements of 45 | 
cent or more occurred in all age groups 
to age 44. Thereafter, declines were far | 
dramatic. Age group 65 - 69 actually sho’ 
an increase in mortality from 34.4 de) 
per 1,000 in 1921 to 38.8 in 1970. Femeé! 
on the other hand, showed a significant 
cline in mortality in all age groups over 
same period. For age group 65 - 69, for’ 
ample, the female rate declined by 47 
cent, while the male rate increased. 
The same table also provides the §: 
metric mean of the age specific rates, | 
best single numeric indicator of morta’ 
The male geometric mean fell from 13..| 
1921 to 7.0 in 1970—a drop of 48% 
cent. The female mean declined even n 
rapidly, from 12.9 in 1921 to 3.9 in 199 
a decrease of almost 70 per cent. ( 
Thus, over the period, improvemen'! 
female mortality patterns far outstripped % 
for males. While male mortality was on! 
per cent greater than female in 1921 (} 
vs 12.9), it is now almost 80 pera 
greater. In particular, males over the 3 
of 44 have shown very little improvemer! 
mortality during the last 40 years. It i! 
this segment of the population that efi! 
must be directed if male mortality is t? 
reduced. 


—$  —$_$___—_<_<—— 
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Expectancy 
ality patterns become more visible when 
expectancy is considered. Table C! de- 
life expectancy at each age for males 
emales during the period 1931 to 1966. 
31, for example, a newborn male could 
ct to live 61.3 years. If born in 1966 
over, the same male could expect to live 
years — about 7 years longer. A man 
ring the labour force at age 18 could, 
931, expect to live another 48.8 years. 
1966 his life expectancy at that age 
Id be 51.1 years, or about 2 years longer. 
nm retiring at age 65, a man in 1931 
d expect to live another 12.7 years, or 
ae age 78. In 1966, at retirement, 
same man could expect to live 13.1 more 
s, or also to the approximate age of 78. 
act, in the 35 years between 1931 and 
5, life expectancy at age 65 had in- 
sed by only 4 months. 

female born in 1931 could expect to 
63.9 years (compared with 61.3 for 
»s). A newborn in 1966 however, could 
ct to live to 75.5 (opposed to 68.7 for 
*3). In 1931 life expectancy for females 
ge 18 was 51.9 years (50.5 for males), 
reas by 1966 this had increased to 59.4 
for males). At age 65 a female could 
ect to live another 13.5 years (12.8 for 
2s). By 1966 however, she could expect 
ve another 16.7 years (opposed to 13.1 
males). At retirement, therefore, a fe- 
> can be expected to outlive a male by 
ost 4 years. In 1931, however, she could 
> expected to outlive him by about 10 
ths only. 

hus, not only do females tend to live 
er than males but the gap is widening. 
l@ sociologists believe that this discrep- 
y in life expenctancy will eventually 
e females to begin marrying younger 
| in order to decrease the prospect of 
ig widowed. 


sonality 
examination of monthly data indicates 
mortality seems to follow a seasonal 
erm within the year. Table II compares 
actual number of deaths recorded, by 
ith, in 1965, with the number of deaths 
-cted, should no seasonality exist. 
Can be seen from the table that deaths 
led to be higher than expected during the 
ler months and lower than expected 
ng the summer months. October, Novem- 
December, January, February, March 
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and April averaged almost 4 per cent more 
deaths than would normally have been ex- 
pected, while May, June, July, August and 
September averaged over 5 per cent fewer 
than expected. This pattern is repeated from 
year to year with only minor variations. The 
exact causes of these fluctuations have been 
a puzzle to demographers for many years. 


County Mortality 

Mortality patterns for most countries, dis- 
tricts and regions of Ontario, follow very 
closely the provincial trend. Over the last 
two decades, all but 7 counties experienced 
declines in crude death rates. Generally, 
rates were higher than average in the north- 
ern areas, while southern and central areas 
experienced lower rates. The largest decline 
occurred in Peel County where the crude 
rate dropped from 8.0 per 1,000 in 1951 to 
4.2 in 1970. The male rate declined from 8.7 
to 4.7 per 1,000, while the female rate fell to 
3.7 from 7.4 during the same period. 


County Geometric Means 

A more precise indication of county mor- 
tality trends can be found by examining the 
geometric means of the age specific rates. 
Kenora had the highest levels of mortality 
during this period with the geometric mean 
averaging 6.82. Sex specifically, Kenora 
ranked highest in female mortality (5.24) 
and second highest in male mortality (8.79). 
Cochrane had the highest male mortality 
level (8.86), while ranking second in female 
(4.96) and second overall (6.74). 


Table [1I—Deaths by Month, Ontario, 1965 


Number of 

Actual 

Deaths 
January 4,880 
February 4,347 
March 4,917 
April 4,480 
May 4,466 
June 4,384 
July 4,287 
August 4,228 
September 4,227 
October 4,625 
November 4,615 
December 4,890 
Total 54,346 


Haliburton had the lowest overall rates, 
averaging a geometic mean of 4.76, and 
ranked second lowest for females with 3.59, 
while males finished in the lower half of the 
table with an average of 7.17. Peel County 
had the lowest male rates with the means 
averaging a surprising 3.54 over the nine- 
year period. Of the 53 counties and districts 
studied, 23 had levels above the provincial 
average and 30 were below. 


Il — INFANT MORTALITY 


International Scene 

An infant death is one that occurs before 
the child reaches one year of age. Infant 
mortality rates for selected countries are 
shown in Table III. During the period 1961 
to 1969, all countries experienced decreasing 
rates. Poland had the highest rates, while 
Sweden enjoyed the lowest. The greatest 
change in rates was Japan where a level of 
28.6 deaths per 1,000 live births in 1961 
fell to a level of 15.3 in 1968 —a drop of 
46.5 per cent in 8 years. 

Rates in Australia do not seem to have 
undergone the dramatic changes evident in 
most other countries. Provisional data shows 
a decline of only 5.2 per cent during a 9 
year period. Ontario rates are consistently 
lower than those for Canada and occupy 
sixth place in the international table. If the 
infant mortality rate in Sweden is to be taken 
as a standard, it is evident that the other 
countries have considerable room for im- 
provement. 


Expected 

Deaths Difference as 
4,615.69 264.31 5.13 
4,169.01 177.99 4.27 
4,615.69 301.31 6:53 
4,466.79 13221 0.30 
4,615.69 —149.69 —3,24 
4,466.79 — 82.79 —1.85 
4,615.69 —328.69 —7.12 
4,615.69 —387.69 —8.40 
4,466.79 —239.79 —5.37 
4,615.69 Sea 0.20 
4,466.79 148.21 eee eh 
4,615.69 274.31 5.94 
54,346.00 0.0 


An Analysis of Mortality Patterns in Ontario 


Table 11[—Infant Mortality per 1,000 Live Births, Selected Countries, 1961-1970 


Percent 

Change 
Country 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1961-1970 
Canada 979 37:6 26.3 24.1 23:6, 2305 22. 022038 Los walo.e se Ue 
Ontario 93.0, 23.2. 22.8 2133 20:5 202 197 N19.0)) 17.6 SIG 527.0 
U.S.A. D5 3° 95:3.25.2 24:8) 24.9 231) 224 DLS 0 7 lO eee ha 
U:S.8.R: 32.0 32.0 30.9 29.0 27.0 26.1 26.3 26.4 25.8 .24.4* —23.8 
Australia 19.5 20.4 195° 19:1 1851S 2918 R178 179s TOS? 
New Zealand 22:8 204 19.6019) 19.5717. 7 180 1857 1697 1647" 26:8 
Israel 29.1 32.3 275 28.2 27.47 253 259" 2485 23.0 2336, 189 
Japan 28.07 26.4, 2322 20.4 18.5129) ae eh on edly a —46.5 
France 95.6. 251. 25:4, 28:3. 22.052 Ie 20d Osa, O42 ~ el a) 
Germany (West) 317) 29.2, 26:9) 25.2 23.8 2355 22a 2 DiS De ge a ee? 
Italy 40277 41:8 40-1) 364) 35.65 34:7 33:2532a) (30329292 4-238 
Poland 54.1 54.8 48.7 47.7 41.8 38.9 38.1 33.4 34.3- 33.1* —38.8 
Spain 46.2 41.6°40:55 37.9) 37.3736.0) 34.0%32,05829.8%9 271-8 ==39:8 
Sweden 15:8) (5:45 15451422" 3S 36 (ore oa ata —17.1 
United Kingdom 221 22.4 21.8 920.6, 19 Galo Gal8:90 Us.Gr mals. Ome ad —15.8 


* Provisional 


Source: United Nations Demographic Yearbook, 1970 


Ontario 

From Table IV it can be seen that infant 
mortality in Ontario has been steadily de- 
clining over the past 50 years. From a level 
of 91 infant deaths per 1,000 live births in 
1921, the rate reached a low of 18 per 1,000 
in 1969 — a drop of over 80 per cent. During 
the period 1960 - 1969, there was a decline 
of 25 per cent, as the rate fell from 24 deaths 
per 1,000 to 18. 

More detailed data on infant mortality 
reveal that male rates fell from 25.87 in 
1961 to 19.82 in 1969 — a decline of 23.4 
per cent, while female infant mortality 
dropped 23.3 per cent from 19.98 to 15.33. 

An examination of monthly data indicates 
that the vast majority of deaths occur during 
the first month. For both males and females, 
over 70 per cent of infant deaths occur 
within the first month of life. In addition, 
approximately 6 per cent of deaths occur 
during the second month and just over 5 
per cent during the third. The percentage of 
deaths during the remaining 9 months gra- 
dually tapers off until only about one half 
of one per cent occur during the final month. 
There can be no question that the first month 
of life is by far the most critical in a child’s 
existence. Furthermore, the female rate is 
about 23 per cent lower than that for males. 


1See Appendix 


County Infant Mortality 

Infant mortality patterns for the counties 
and districts of Ontario from 1921 to 1969 
are presented in Table D1. All areas 
showed a pattern of declining infant mor- 
tality during the period. In 1921 Haliburton 
showed the highest rate at 158.8 deaths per 
1,000 live births. By 1969, however, Hali- 
burton’s rate had fallen into line with the 
other areas and was actually lower than the 
provincial average. 

The lowest rate in 1921 was in Lennox 
and Addington (46.2). The relatively small 
population of this county, resulting in very 
few births and infant deaths, caused rates 
to fluctuate greatly. In 1926, for example, 
the rate was 92.5, almost double that in 
1921. In 1969 Russell had the highest level 
of infant mortality (43.2 per 1,000 live 
births) with Lennox and Addington again 
having the lowest (6.4). 

In York County, the rates underwent al- 
most continuous decline, from a level of 
89.5 in 1921 to 14.6 in 1969 —a decrease 
of 83.7 per cent. By 1969 the level for York 
had almost reached the latest recorded level 
for Sweden (13.1), long considered the 
standard for which to strive. 

One of the most dramatic declines in in- 
fant mortality occurred in Thunder Bay. 


From a level of 111.9 in 1921, the rate 
fallen to 15.2 by 1969 —a drop of over 
per cent. Similarily, in Carleton County 
rate fell by 85.5 per cent from 125: 
1921 to 18.2 in 1969. Great improvem 
in infant mortality have occurred throug] 
the province, making it one of the leader 
the fight against infant death. 


Il — MATERNAL MORTALITY 


The decline in maternal mortality has t 
as dramatic as that in infant mortality. T 
V shows maternal mortality rates for 

tario for the period 1938 - 1969. Since 1 
when reliable data first became available, 
number of maternal deaths in Ontario. 


Table [V—Infant Mortality per 1,000 Liy, 
Births, Ontario, 1921-1969 


Infan: 


Infant 
Year Mortality Year Mort: 
1921 9] 1946 37. 
1922 83 1947 36 
1923 85 1948 35 
1924 16 1949 37m 
1925 79 | 
1926 78 1950 35am 
1927 71 1951 31am 
1928 71 1952 31am 
1929 16 1953 28 
1954-26 
1930 74 1955 26 
1931 70 1956 25 
1932 62 1957 25 
1933 60 1958 25 
1934 57 1959 2458] 
1935 56 
1936 55 1960 24 
1937 55 1961 23 
1938 49 19623 
1939 46 1963 23 
1964 21 
1940 43 1965. 21m 
1941 46 1966 yi) | 
1942 40 1967 20 
1943 42 1968 19 
1944 43 1969 18 
1945 41 


Figures rounded to nearest whole number te 


consistent with earlier data. 


lined from 251 to 20 in 1969 —a drop 
2 per cent. 

Maternal mortality per 10,000 live births 
fallen dramatically from 38.28 in 1938 
53 in 1969 — a decline of 96 per cent. 
general maternal mortality rate (deaths 
10,000 females aged 15 - 44) fell from 
6 to .13 during this period —a drop of 
6 per cent. 

able VI illustrates age specific maternal 
rtality rates for Ontario from 1961 to 
It demonstrates that the older the 
her, the more likely she is to die during 
dbirth. Women aged 15 to 19, for ex- 
ple, averaged only 1.92 deaths for every 
000 live births. For age group 40 - 44, 
vever, the rate was more than five times 
ugh. While maternal mortality for women 
d 15-34 decreased between 1961 and 
)9, there was no significant decline for 
men of age 34 and over. Thus the differ- 
e in the maternal mortality rate between 
inger and older women continues to in- 
ase. 


— CAUSES OF DEATH 


major causes account for about 85 per 
t of all deaths in Ontario. Table E1 out- 
s these causes, and presents rates specific 
six selected age groups for the years 
1 - 1969. It is important to note that age 
up 0 is not considered in this table, and is 
Ut with separately. 


le Deaths 
can be seen in the table, male rates for 
idental and violent deaths have remained 
tively steady throughout the period. Age 
up 1 - 4 ranged from a high of .47 deaths 
1,000 population in 1962 to a low of 
in 1969. For age group 5 - 14, 1963 and 
4 showed the highest rates at .34 deaths 
1,000. Age group 65+ had the highest 
°s of any remaining group, at about 2 
ths per 1,000 over the period. 
The proportion of deaths from congenital 
formations is relatively small for all age 
ups as this usually affects the newborn. 
€s are highest for age group 1-4 and 
€ tended to decline over the period. Rates 
other age groups have remained at 
stantly low levels. 
Jeath rates for neoplasms (cancer) re- 
ined at low levels for ages 1 - 34 through- 
1961-1969. For age group 35 - 64, 
S$ increased slightly from 1.71 per 1,000 
961 to 1.85 in 1969. For males over 65, 
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Rates (per 10,000 females aged 15-44), Ontario, 1938-1969 


Number of 
Maternal 

Year Deaths 
1938 251 
1939 276 
1940 254 
1941 219 
1942 206 
1943 189 
1944 198 
1945 171 

% change 1938-1945 —31.9°% 
1946 160 
1947 129 
1948 125 
1949 134 
1950 97 

% change 1946-1950 —39.4% 
1951 97 
1952 100 
1953 69 
1954 69 
1955 81 

% Change 1951-1955 —16.5% 
1956 70 
1957 5)5) 
1958 70 
1959 13 
1960 55 

% Change 1956-1960 —21.4% 
1961 67 
1962 54 
1963 46 
1964 43 
1965 44 

% change 1961-1965 —34.3% 
1966 36 
1967 29 
1968 Zo 
1969 20 

% change 1966-1969 —44.4% 
Total % change 
1938-1969 —92.0% 


Deaths 
per 10,000 
live births 


38.28 
43.04 
37224 
30.31 
26.35 
23.28 
25.36 
2165 


=A), 


16.42 
11.85 
12.00 
12557, 


8.92 
SPL 


8.45 
8.07 
3.32 
5.06 
5.80 


3147 


4.88 
3.64 
4.59 
4.65 
3.45 


=39.3°/ 


4.25 
3.46 
2:97 
2.92 
Sale 


—26.8°% 


2.43 
220 
1.74 
153 


—44.0% 


=96.0:7,, 


Table V—Maternal Mortality Rates per 10,000 Live Births, General Maternal Mortality 


Deaths 
per 10,000 


females aged 15-44 


2.96 
3.22 
2.94 
2.50 
Dag Rs: 
2.09 
2g. 
1.85 


1.70 
P35 
1.30 
1237 


il, 


—42.9% 


337%) 


97.9% 


385° 


An Analysis of Mortality Patterns in Ontario 


Table VI—Age Specific Maternal Mortality Rates per 10,000 Live Births, Ontario, 1961-1969 


Years 15-19 20-24 25-29 
1961 4.06 1.91 3.16 
1962 7218: 1.46 3.46 
1963 .67 1.66 205 
1964 65 1.69 2S 
1965 4.29 1 1.58 
1966 1.19 48 2.29 
1967 2.45 70 1.16 
1968 1.26 .69 1.70 
1969 —* .44 3 
Avg. 1.92 1.10 Dal; 


30-34 35-39 40-44 45-49 
6.92 6.67 11.59 38.02 
3.36 4.49 LAST 124.48 
2.40 8.33 8.94 —* 
5.34 4.63 6.65 — 
4.39 Loy 9.74 36.50 
4.13 I 13.07 — 
6.04 4.67 3.10 — 
212 4.17 10.73 — 
2.63 7.84 15.49 — 
4.15 6.32 10.83 Pre | 


*No deaths reported. 


the rates were fairly high and tended to in- 
crease over the period, rising from 11.68 
i961 to. 13-35 in’ 1969. 

Deaths resulting from nervous system dis- 
ease tended to be high only in the 65+ age 
group. The rate declined from 10.28 in 1961 
to 8.89 in 1968. This category was rede- 
fined in 1969, thereby making rates for that 
year not directly comparable with earlier 
years. 

Death rates due to circulatory disease 
(mainly heart disease) were highest of all 
for age groups 35 and over. In age group 
35 - 39, rates remained constant at just over 
4 deaths per 1,000 males. However, for 
males aged 65 and over, rates rose from a 
level of 36.45 deaths per 1,000 in 1961 to 
a level of 42.61 in 1969. Deaths arising 
from respiratory diseases tended to be low 
in comparison with those from circulatory 
diseases, although the rate did increase from 
4.33 to 6.14 for persons over 65 years. 

Data showing the percentage distribution 
for the cause of death for each age group, 
indicate that in 1961, 4.77 per cent of 
accidental and violent deaths occurred in 
age group | -4, while 38.19 per cent oc- 
curred in age group 35 - 64. The distribution 
of accidental and violent deaths over the 
different age groups tended to remain rela- 
tively stable over the period 1961 - 1969, 
except for age groups | - 4 and 15 - 24. Age 
group | -4 accounted for 4.77 per cent of 
those deaths in 1961 but only 2.54 per cent 
in 1969. For ages 15-24, however, their 
percentage of accidental and violent deaths 
increased from 14.45 to 20.92. 

Deaths due to neoplasms tended to con- 
centrate in the middle- and old-age groups, 


1See Appendix 


with about 37 per cent of deaths occurring 
in the 35 - 64 age bracket and 58 per cent 
in the 65+ group. 

Similarly, deaths due to nervous system, 
circulatory and respiratory diseases, tended 
to affect only older males. Almost 80 per 
cent of deaths due to nervous system disease 
occurred in the 65+ age group with the re- 
mainder occurring in age group 35 - 64. In 
the case of circulatory disease, the 65+ 
group accounted for almost 70 per cent of 
deaths and the 35 - 64 group nearly 30 per 
cent, while for respiratory disease, it was 
70 and 20 per cent respectively, with the 
other age groups accounting for the rest. 

Data illustrating the percentage of deaths 
in each age group attributable to a particu- 
lar cause, show that in 1961, 40.43 per cent 
of male deaths in age group 1 -4 resulted 
from accidental or violent causes, 15.74 per 
cent from congenital malformations and 
10.8 per cent from neoplasms. Similarly, 
in 1962, 43.81 per cent of male deaths in 
age group | -4 were accidental or violent 
and in 1969 the percentage was 38.39. 

During 1961-1969, the percentage of 
male deaths due to accidental and violent 
causes remained consistently high for males 
aged 34 and under. For the 15-24 age 
group, accidental and violent means ac- 
counted for 73 per cent of deaths in 1961 
and over 89 per cent in 1968 and 1969. 

For males aged 1 - 4, there was a decline 
in deaths due to congenital malformations, 
but the percentage of deaths due to neo- 
plasms in 1969 was nearly double the 1961 
figure. In addition, there was a slight de- 
crease in the percentage of deaths due to 
both nervous and respiratory system diseases 


in this age group. For males aged 3§ 
over, the number one cause of death is 
culatory system disease and this continu 
claim an ever increasing number of live 

Deaths due to neoplasms are highes 
the 34-64 male age group and lowes 
the 15-24 group. During 1961 - 1969, 
percentage of deaths due to neopl 
tended to increase. Deaths caused by 
vous system disease are highest in the ¢ 
age group, but the percentage is gradi 
falling. Respiratory diseases cause more} 
deaths in the | - 4 age group than inc 
age groups. 


Female Deaths 
Female rates, as can be observed in T 
E1, follow male patterns fairly closely, ex 
that rates tend to be 25 to 50 per cent lo 
The exception, however, is deaths du 
nervous system disease, where female » 
are about equal to, if not greater than, ; 
rates. It seems that while female resist 
to disease is greater for most illnesses, 
female experiences patterns of nervous | 
tem disease similar to males. The rea 
for this are difficult to trace, since the 
available (Ontario Vital Statistics), althi 
divided into eight categories, list two-t) 
of deaths as ‘other’. 
The percentage distribution of fe 
deaths basically follows the same patter, 
the male distribution although deaths af; 
to concentrate even more in the 65+. 
group. The only exception to this is the: 
of neoplasms where the proportion of di 
in the 34 - 65 age group is higher for fen! 
than for males. Thus, while neoplasms’ 
to strike females at an earlier age than mr 
most other diseases seem to strike them 't 
in life. | 
Data showing the percentage of deat. 
each age group attributable to a parti! 
cause indicate that, for females as we 
males, accidental and violent causes 1' 
in a high percentage of deaths for age e) 
1 - 34. In age group 15 - 24, 45 per ce. 
female deaths resulted from these caus 
1961, but by 1969 this figure had si’ 
cantly increased to 64 per cent. For fer | 
aged 1-4, the percentage of deaths I 
buted to accidental and violent causes V! 
from 31 per cent to 52 per cent of a! 
male deaths between 1961 and 19. 
Deaths due to congenital malforme? 
varied from a low of 11 per cent in 19” 


igh of 23 per cent in 1969. The percent- 
of female deaths as a result of neo- 
sms increased during the period, while 
vous system disorders decreased and res- 
itory disease remained about the same. 
‘or females aged 35 - 64, the number one 
se of death was neoplasms, closely fol- 
ed by heart disease. For the age group 
heart disease was the biggest killer with 
rcent in 1961 and 60 per cent in 1969. 
iths resulting from neoplasms were high- 
for the 35-64 age group and seem to be 
easing throughout each group. Nervous 
em disease, which affects the 65+ age 
up the most, declined over the period. 
piratory system disease is most common 
he 1-4 group, causing between 15 and 
per cent of female deaths in this group. 
=. 
» percentage of deaths for both males and 
iales, due to accidental and violent causes, 
nereasing for persons aged | - 34, but 
‘most dramatic increase has been in the 
- 24 age group. In 1969, neoplasms and 
tt disease accounted for almost 72 per 
t of total deaths in the 35 - 64 age group, 
le accounting for about 80 per cent in the 
r age group. Improvement in the treat- 
at of neoplasms and heart disease thus 
rs the best approach to reducing death 
*s for the middle-aged and elderly. 


sional Deaths 

le F! outlines 24 causes of death for the 
economic regions of Ontario in 1966. 
derculosis comes to the fore as one of the 
re preventable diseases. Ontario Vital 
tistics reveal that in 1928 it caused 1,832 
ths, producing a death rate of 55.9 per 
),000 population. By 1966, however, the 
nber of deaths had fallen to 132 —a rate 
1.9 per 100,000 population. This repre- 
ts a remarkable decrease of almost 97 per 
t in the death rate for tuberculosis. In 
16, Midwestern Ontario had the lowest rate 
17) with the Northeastern region mea- 
ing 3.68 and the Northwestern region 
wing 3.58 — more than triple the Mid- 
stern region rate. 

\ surprising statistic shown in the table 
le rate of death from circulatory disorders 
he Georgian Bay region. This region wit- 
sed a rate of 466 deaths per 100,000 
sons from heart disease? in 1966. This 
almost 41 per cent higher than the pro- 


vincial figure. It is significant that the death 
rate for all causes for the Georgian Bay region 
was 29 per cent higher than the provincial 
figure in 1966. 

The lowest level of heart disease was found 
in the Northeastern region, and was almost 
19 per cent below the provincial average. 
This region also had the lowest overall death 
rate, averaging about 14 per cent below the 
provincial average. 

The Central region, comprising Halton, 
Peel, York and Ontario counties and includ- 
ing the highly industrialized cities of Oshawa 
and Toronto had the second lowest mortality 
level. Furthermore, this region also ranked 
second lowest in the death rate from heart 
disease — almost 10 per cent below the pro- 
vincial figure. It appears, at least for the year 
1966, that theories stating that an urban- 
industrial environment is a cause of heart 
disease may be incorrect. 

Motor vehicle accidents killed 1,636 per- 
sons in 1966 and were responsible for about 
3 per cent of deaths. The highest rate of 
motor vehicle deaths was in the Northwestern 
region, while Central Ontario experienced 
the lowest rate — 33 per cent below the pro- 
vincial average. 

In 1966 there were 661 suicides in On- 
tario, accounting for about | per cent of all 
deaths. Although this is a substantial num- 
ber, it is felt by many demographers that 
deaths by suicide are greatly under-reported, 
either consciously by physicians saving the 
surviving family the stigma of a suicidal 
death, or unconsciously because there is in- 
sufficient evidence to justify classifying the 
death as suicide. In countries where strict 
enforcement of suicide reporting is manda- 
tory, rates tend to be much higher than in 
countries where reporting is usually left to 
doctors. 

There were 66 homicides in the province 
in 1966, spread fairly evenly across the re- 
gions, with one significant exception. The 
lowest homicide rate was in the Midwestern 
region. However, the rate in Northwestern 
Ontario was twice as high as any other region 
and more than three times as high as the pro- 
vincial average. 

The Central region fared much better in 
terms of mortality than was generally thought, 
being lower than the provincial average in 
almost all categories. The Georgian Bay 
region was higher than average in many in- 
stances. Similarly, the Northwestern region 
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part disease makes up almost all of the 
culatory disease category. 


was considerably higher than the provincial 
figure for most causes of death. 


V— CAUSES OF INFANT 
MORTALITY 


Total male infant deaths (per 1,000 live 
births) declined from 25.87 in 1961 to 19.82 
in 1969, while female rates dropped from 
19.98 to 15.33 during the same period and 
were consistently lower than males. 
Congenital malformations and immaturity 
are the main causes of death for both male 
and female infants. Together they accounted 


for 37 per cent of male deaths in 1961 and 


36 per cent in 1969, corresponding figures 
for female deaths being 44 per cent in 1961 
and 39 per cent in 1969. Infant deaths due 
to birth injuries and accidents remained rela- 
tively constant over the period and did not 
decrease in their proportion to the total num- 
ber of infant deaths. In general, rates for 
both sexes are on the decline and improve- 
ment has been seen for most causes of infant 
mortality. 


VI — CONCLUSION 


Mortality rates have continued to decline 
over the last fifty years with the exception of 
the depression years and early war years. 
During the depression, low income levels 
caused people to defer hospital and doctor 
care much longer than usual. In addition, 
money was often not available to sustain the 
balanced diet necessary for good health. Since 
then, however, economic prosperity coupled 
with improved health care as well as signi- 
ficant advances in medical treatment have 
combined to lower provincial mortality levels. 

Heart disease remains the biggest killer 
and, as yet, very little improvement has been 
made in the prevention and cure of this dis- 
ease. Death rates from heart disease for both 
males and females have, in fact, increased 
over the last 10 years. Similarly, neoplasms 
have remained significantly high with rates 
failing to improve over the decade. These 
two areas remain of critical concern in the 
struggle against disease. Another area that 
could be improved is infant mortality. It is 
hoped that the present rate of 18 deaths per 
1,000 live births will be reduced. In general, 
however, mortality has been steadily declin- 
ing and will, in all probability continue to do 
so for some time to come. 
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Table A—Crude Death Rates, by Sex, Ontario, 1921-1970 


1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
193] 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 
1950 
195] 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 


Population 


1,481.9 
1,501.3 
1,512.6 
1,531.9 
1,553.0 
1,576.1 
1,611.9 
1,651.5 
1,685.5 
iegabng) 
1,748.9 
1,768.3 
1,788.3 
1,804.4 
1,820.5 
1,840.0 
1,851.2 
1,867.9 
1,884.5 
1,902.7 
1,921.2 
1,966.4 
1,981.6 
2,004.6 
2,014.6 
2,064.3 
2,106.4 
2,158.9 
2,210.5 
2,249.7 
2,314.2 
2,412.5 
2,491.9 
2,580.0 
2,653.8 
PONS 
2,840.0 
2,930.9 
3,005.8 
3,074.7 
3,134.5 
3,187.5 
3,247.8 
3,318.0 
3,394.8 
3,479.2 
3,573.2 
3,649.8 
3,721.8 
3,812.0 


Male 


Deaths 


18,062 
17,726 
18,452 
17,153 
17,583 
18,721 
18,305 
19,457 
20,281 
19,827 
19,137 
19,196 
18,489 
18,731 
19,281 
19,916 
20,690 
19,814 
20,310 
20,923 
21,549 
21,349 
22,159 
21,629 
21,563 
21,849 
22,891 
23,394 
94108 
24,502 
24,483 
25,072 
25,347 
25,050 
25,890 
26,868 
28,059 
27,869 
28,695 
29,408 
29,248 
29,708 
30,762 
30,029 
21975 
31,142 
31,694 
31,795 
31,799 
32,470 


Rate 


122. 
11.8 
12 
IB 
113 
11.9 
11.4 
11.8 
12.0 
iS 
10.9 
10.9 
10.3 
10.4 
10.6 
10.8 
ite? 
10.6 
10.8 
11.0 
Le2 
10.9 
11.2 
10.8 
10.7 
10.6 
10.9 
10.8 
10.9 
10.9 
10.6 
10.4 
10.2 
oe 
9.8 
a9 
29 
25 
95 
9.6 
93 
he) 
2» 
2a 
92 
9.0 
8.9 
8.7 
8.5 
8.5 


Female 
Population Deaths 
1,451.8 16,489 
1,478.7 16,308 
1,500.4 17,184 
AZ ven i925 
1,558.0 16,377 
1,588.2 17,188 
1,607.1 16,470 
1,626.5 17,671 
1,648.5 17,842 
1,667.3 17,486 
1,682.8 16,568 
1,704.7 L273 
DAS 16,812 
1,739.6 16,388 
1,754.5 17,036 
1,765.5 17,655 
1,785.8 17,785 
1,804.1 17,076 
138235 17,220 
1,844.3 17,580 
1,866.5 17,677 
EOUT6 17,770 
1,933.4 18,904 
1,958.4 ESalo2 
1,985.4 17,936 
2,028.7 17,909 
2,069.6 18,728 
2,116.1 18,970 
ZAGTOS Po 56 
pigM Es) 19,446 
2.283.4 19,498 
pei ee) 19,330 
2,449.1 19,895 
reysiou) 19,465 
2,612.2 19,544 
2,683.4 20,363 
2,796.0 21,105 
2,890.1 20,808 
2,963.2 21,905 
3,036.3 22,076 
3,101.6 21,749 
3,163.5 22,448 
3.29342 22,895 
3,313:0 22195 
3,395.2 23,071 
3,481.7 23,029 
SMe Tiei: 23,184 
35,0507. PSSA [oY 
3,730.2 23,922 
3,825.0 24,225 


Rate 


11.4 
11.0 
Li 
10.4 
10.5 
10.8 
10.2 
10.9 
10.8 
10.5 
9: 
10.1 
9.8 
9.4 
OF 
10.0 
10.0 
oe 
9.4 
9:3 
a5 
oes) 
9.8 
ahs) 
9.0 
8.8 
9.0 
9.0 
8.9 
8.8 
8.5 
8.1 
8.1 
123 
eS 
7.6 
Ts 
i fe? 
7.4 
Vie) 
7.0 
ll 
7.1 
6.7 
6.8 
6.6 
6.5 
6.5 
6.4 
6.3 


Population 


2,933.7 
2,980.0 
3,013.0 
3,059.0 
3,111.0 
3,164.3 
3,219.0 
3,278.0 
3,334.0 
3,386.0 
3,431.7 
3,473.0 
3,512.0 
3,544.0 
3,575.0 
3,605.5 
3,637.0 
3,672.0 
3,708.0 
3,747.0 
3.1874 
3,884.0 
3,915.0 
3,963.0 
4,000.0 
4,093.0 
4,176.0 
4,275.0 
4,378.0 
4,471.0 
4,597.6 
4,788.0 
4,941.0 
5,115.0 
5,266.0 
5,404.9 
5,636.0 
5,821.0 
5,969.0 
6,111.0 
6,236.1 
6,351.0 
6,481.0 
6,631.0 
6,788.0 
6,960.9 
7,149.0 
7,306.0 
7,452.0 
7,637.0 


Total 


Deaths 


34,551 
34,034 
35,636 
33,078 
33,960 
35,909 
34,775 
37,128 
48° 122 
37,313 
35,705 
36,469 
35,301 
35,119 
36,317 
37,571 
38,475 
36,890 
37,530 
38,503 
39,226 
39,149 
41,063 
39,781 
39,499 
39,758 
41,619 
42,364 
43,379 
43,948 
43,981 
44,402 
45,242 
44,515 
45,434 
47,231 
49,164 
48,677 
50,600 
51,484 
50,997 
52,156 
53,617 
$2,204 
54,346 
54,171 
54,878 
55,552 
55,721 
56,695 


$< _<—<<— 
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ple B—Death Rates, by Age and Sex, Ontario, 1921-1970 
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Appendix 


Table C—Life Expectancy, by Age and Sex, Ontario, 1931-1966 


Male 
Age 1930-32 1940-42 1950-52 1955-57 1960-62 1965-67 Age 1930-32 1940-42 195( 
0 61.30 64.55 66.87 67.80 68.32 68.71 40 31.56 31.54 32.0 
1 65.05 66.74 68.34 68.76 69.14 69.29 41 30.71 30.66 3 
Di 64.60 66.11 67.51 67.89 68.24 68.38 42 29.87 29.79 30.2 
3 63.87 65.18 66.62 66.97 67.31 67.44 43 29.03 28.93 2938 
4 63.06 64.31 65.71 66.04 66.38 66.50 44 28.20 28.07 28.4 
5 62.20 63.42 64.78 65.10 65.42 65.54 45 OA fe | Dil pe 27.6 
6 61.33 62.52 63.83 64.15 64.45 64.57 46 2695 26.37 26.7 
7 60.46 61.60 62.88 63.20 63.49 63.61 47 PATS pave 25.9 
8 5} ey) 60.68 61.94 62.24 62.52 62.64 48 24.92 24.70 25.0 
9 58.68 59.74 60.98 61.27 61.55 61.66 49 24.11 23.88 24.2 
10 57.78 58.81 60.03 60.31 60.58 60.69 50 DEEP 23.08 23.4 
1] 56.86 57251 59.07 59.34 59.60 59.71 51 223 22.30 226 
12 55.95 56.92 58.11 58.37 58.63 58.73 2 21.76 A Se 21.8 
13 55.03 55.98 SMolld 57.40 57.66 57.76 53 20.99 20.77 21.1 
14 54.11 55.04 56.20 56.44 56.70 56.79 54 20.24 20.02 20.3 
tS 53.20 54.11 Ss) 55.48 55.74 Stns 55 19.49 19,29 19.€ 
16 eM | SoA 54.31 54.54 54.78 54.88 56 18.76 18.56 18.6 
17 51.42 ST Ssh 53.60 53.84 53.94 S7 18.04 17.85 18.1 
18 50.54 Bio 52.44 52.66 52.89 53.00 58 L733 17.15 17.4 
19 49.66 50.47 Syl Sill Silas 51.96 52.07 59 16.63 16.46 16.6 
20 48.79 49.57 50.58 50.81 51.03 51.14 60 15.94 15.79 16. 
21 47.93 48.67 49.66 49.89 50.10 50.21 61 15.26 15.13 al 
22 47.07 47.78 48.74 48.96 49.17 49.29 62 14.59 14.48 14... 
23 46.21 46.88 47.82 48.04 48.25 48.37 63 13.94 13.85 14. 
24 45.35 45.99 46.89 47.12 47.32 47.44 64 13.30 1B 23} 13.4 
DS 44.50 - 45.09 45.97 46.19 46.39 46.51 65 12.67 12268 13.) 
26 43.64 44.18 45.04 45.27 45.46 45.58 66 12.06 12.04 12. 
P| 42.78 43.27 44.10 44,33 44.52 44.64 67 11.47 11.46 WL 
28 41.92 42.36 43.17 43.40 43.58 43.70 68 10.89 10.90 fiscal 
29 41.05 41.44 42.23 42.47 42.64 42.76 69 1l@33 10.35 10... 
30 40.19 40.52 41.29 41.53 41.69 41.81 70 9.79 9.82 10. 
31 39.32 39.61 40.36 40.60 40.75 40.86 71 9725 9.30 9. 
32 38.45 38.69 39.42 39.66 39.80 39.91 72 8.74 8.79 9. 
33 S755 Sikes 38.49 38.73 38.86 38.97 73 8.24 8.30 8. 
34 36.71 36.88 37.56 37.79 37.92 38.02 74 US 7.83 8 
a5 35.85 35.97 36.63 36.86 36.98 37.08 aS The 74 7.39 7 
36 34.98 35.07 35.70 35.93 36.04 36.14 76 6.90 6.97 a 
su 34.12 34.18 34.77 35.00 35111! B52 77 6.50 6.57 6. 
38 Sl 33.49 33.85 34.08 34.19 34.28 78 6.12 6.20 6 
39 32.41 32.41 32.94 33.16 33.27 33.36 79 5.76 5.84 6 


_—————SS 


5-57 1960-62 1965-67 
14 32.35 32.44 
2 31.43 31.53 
12 30.52 30.62 
12 29.62 29.72 
12 28.72 28.84 
4 27.84 27.95 
ly 26.97 27.08 
2 26.12 26.22 
7 2507 25.36 
4 24.44 24.52 
2 23.61 23.70 
I 22.80 22.89 
2 22.00 22.09 
4 2122 21.31 
7 20.45 20.54 
2 19.69 19.78 
8 18.95 19.04 
5 18.23 18.31 
4 17.52 17.60 
5 16.84 16.91 
8 16.17 16.23 
2 1551 15.57 
9 14.87 14.93 
7 14.25 14.30 
6 13.64 13.69 
7 13.05 13.10 
0 12.47 12.52 
4 11.89 11.96 
9 11.34 11.42 
5 10.80 10.88 
3 10.27 10.36 
2 9.77 9.86 
3 9.28 9.36 
4 heel 8.88 
7 8.35 8.42 
1 7.92 7.97 
7 7.49 7.54 
5 7.09 13 
5 6.70 6.73 
7 6.33 6.35 


100 
101 
102 
103 
104 


105 
106 
107 
108 
109 


110 
111 


1930-32 


5.42 
5.09 
4.77 
4.47 
4.18 


3.91 
3.66. 
3.42 
3.20 
2.99 


HaJpe) 
261 
2.44 
2.28 
Zits 


199. 
1.86 
1.74 
1.63 
2 


1.43 
1233 
125 
eT 
1.09 


1940-42 


5.50 
5.16 
4.85 
4.54 
4.26 


3.98 
See: 
3.49 
3:26 
3.05 


2.85 
2.67 
2.49 
Z.33 
2.28 


2.04 
Lot 
1.78 
1.67 
1.56 


1.45 
135 
1°25 
| a 
0.97 


0.68 


1950-52 


5.89 
EEO, 
5.28 
5.00 
4.74 


4.50 
4.28 
4.07 
3.88 
3.69 


5 Bey 
S37 
3:22 
3.08 
PES 


2.83 
Zale 
2.62 
2.92 
2.43 


2.34 
2:20 
2.19 
2.09 
197 


1.83 
Fal 
1.63 
1.40 
1.00 


0.50 


1955-57 


5.81 
5.46 
By Is) 
4.82 
4.52 


4.25 
3.98 
eRe 
3.50 
3.28 


3.07 
2.88 
ZO 
PRY! 
2.36 


Pap) 
2.06 
1-93 
Negi, 
1.66 


153 
1.40 
1.26 
1.09 
0.80 


0.50 


1960-62 


=e dh 
5.63 
5.30 
4.99 
4.70 


4.4] 
4.15 
3.89 
3.65 
3.43 


a 
3.01 
2.82 
2.64 
2.47 


Pie) 
219 
2.01 
1.88 
lege) 


1.64 
f52 
1.42 
129 
125 


1.00 
0.50 


1965-67 


Bye) 
5.64 
Bier 
5.00 
4.71 


4.43 
4.16 
S201 
3.67 
3.45 


3.24 
3.04 
2.85 
2.67 
2.1 


235 
2.20 
2.06 
L.93 
1.81 


1.69 
1.58 
1.48 
1.38 
i239. 


| ea | 
113 
1.05 


a ec ge a ne tO 8 ee 


Appendix 


Table C—Life Expectancy, by Age and Sex, Ontario, 1931-1966—Continued 


Female 
Age 1930-32 
0 63.92 
| 66.84 
2 66.35 
3 65.57 
4 64.73 
5 63.86 
6 62.97 
I 62.06 
8 61.14 
9 60.21 
10 59.28 
11 58.35 
12 57.42 
13 56.49 
14 35556 
15 54.64 
16 owe 
iL 7 52.81 
18 51.91 
19 SIOZ 
20 50.13 
DA 49.25 
22 48.38 
23 47.51 
24 46.65 
25 45.78 
26 44.92 
7] 44.06 
28 43.19 
29 42.33 
30 41.47 
31 40.60 
32 39.73 
33 38.87 
34 38.00 
35 STA 
36 36.29 
37 35.44 
38 34.59 
39 33575 


1940-42 


68.43 
70.07 
69.32 
68.45 
67-57 


66.64 
65.71 
64.76 
63.81 
62.86 


61.90 
60.94 
envy) 
59.03 
58.07 


dTA2 
56.17 
25:28 
54.28 
53.34 


52.40 
51.47 
50.53 
49.60 
48.67 


47.74 
46.82 
45.90 
44.98 
44.06 


43.14 
42.23 
41.31 
40.40 
39.49 


38.58 
37.68 
36.79 
35.89 
35.00 


1950-52 1955-57 
71.85 73.57 
72.91 74.25 
72.06 73.38 
71.14 72.45 
70.21 ais) 
69.27 70.56 
68.32 69.59 
67.36 68.62 
66.39 67.65 
65.43 66.68 
64.46 65.70 
63.49 64.72 
62.52 63.75 
61.54 62.77 
60.57 61.79 
59.60 60.82 
58.63 59.84 
57.66 58.87 
56.70 57.90 
55.73 56.92 
54.76 55.95 
53.80 54.98 
52.83 54.01 
51.87 53.04 
50.91 52.08 
49.95 51.11 
48.98 50.14 
48.02 49.18 
47.06 48.22 
46.10 47.25 
45.14 46.29 
44.19 45.33 
43.23 44.36 
42.28 43.40 
41.34 42.44 
40.40 41.49 
39.46 40.53 
38.53 39.58 
37.60 38.63 
36.67 37.68 


1960-62 


74.40 
74.95 
74.04 
73.10 
#215 


ad he 
10:22 
69.25 
68.27 
67,29. 


66.31 
65.33 
64.35 
63.37 
62.38 


61.40 
60.43 
59.45 
58.47 
5750 


DOr 
50-0) 
54.58 
53.61 
52.64 


51.67 
50.70 
49.73 
48.76 
47.80 


46.83 
45.86 
44.90 
43.94 
42.98 


42.02 
41.06 
40.11 
39.16 
38.21 


1965-67 


73.593 
75.87 
74.96 
74.01 
13.05 


12:09 
TAZ 
FOES 
69.18 
68.20 


Ghe22 
66.24 
65.26 
64.28 
63.30 


62.32 
61.34 
60.37 
59.40 
58.43 


57.45 
56.48 
= pey| 
54.54 
Doo 


52.60 
S162 
50.65 
49.68 
48.71 


47.74 
46.77 
45.80 
44.84 
43.87 


42.9] 
41.96 
41.00 
40.05 
Be 


Age 1930-32 
40 32.90 
41 32.05 
42 31.19 
43 30.34 
44 29.50 
45 28.65 
46 27.82 
47 26.99 
48 26.17 
49 25.35 
50 24.54 
51 23.74 
52 22.94 
53 22.15 
54 21.37 
55 20.61 
56 19.85 
57 19.10 
58 18.37 
59 17.65 
60 16.93 
61 16.21 
62 15.51 
63 14.82 
64 14.14 
65 13.47 
66 12.83 
67 12.19 
68 11.58 
69 10.98 
70 10.38 
71 9.80 
72 9.24 
73 8.70 
74 8.18 
75 7.10 
16 7.24 
77 6.82 
78 6.43 
79 6.06 


1940-42 


34.11 
Reps 
32200 
31.45 
30.57 


29.70 
28.84 
27.90 
Pp bh 
LOWS 


25.45 
24.62 
23.80 
22.98 
22.18 


2139 
20.61 
19.84 
19.08 
18.33 


1759 
16.85 
16415 
15.41 
14.71 


14.03 
13.36 
1294 
12.08 
11.46 


10.85 
10.26 
9.68 
on 
8.59 


8.09 
7.61 
Tks 
6.72 
6.31 


—_————_ nn ee eee 


| 

——— 
—— 
5-57 1960-62 
74 37.27 
31 36.33 
38 35.40 
5 34.47 
4 33.55 
13 32.64 
2 31.73 
33 30.83 
14 29.93 
55 29.04 
7 28.16 
30 27.29 
4 26.42 
)8 25.56 
23 24.70 
10 23.86 
57 23.01 
15 22.18 
4 21.36 
4 20.54 
35 19.74 
57 18.95 
0 18.16 
)4 17.39 
30 16.64 
56 15.90 
34 157 
4 14.46 
15 3e77 
18 13.09 
12 12.42 
18 11.76 
35 id-12 
5 10.50 
57 9.89 
2 9.31 
9 8.75 
19 8.21 
52 7.70 
17 7.21 


1965-67 


38.17 
a7 .29 


36.29 
g5230 


34.44 


B3.02 
32.61 
Sir 70 
30.80 
29,91 


29.02 
28.14 
2ie2] 
26.41 
vias) 


24.70 
23.86 
Zo.08 
22.20) 
2.39 


20:59: 
19.79 
19.01 
18.24 
17.47 


1672 
15.98 
[5.25 
14.53 
13.82 


13:13 
12.46 
11.80 
| be) 
10.53 


993 
9:35 
8.80 
S.27 
7.76 


is 


Age 


80 
81 


82 
83 


84 


85 
86 
87 
88 
89 


90 
91 
92 
93 
94 


95 
96 
97 
98 
99 


100 
101 
102 
103 
104 


105 
106 
107 
108 
109 


110 


1930-32 


5.70 
rol 


3.05 
4.75 


4.46 


4.18 
SENG 
3.65 
3.4] 
Balg 


JESSE) 
Ps) 
203 
2.34 
2.16 


1599 
1.83 
1.68 
1.54 
1.41 


1229 
107 
1.07 
0.97 
0.87 


1940-42 1950-52 1955-57 
5.92 6.40 6.75 
5.54 6.01 6.35 
5.19 5.64 5.97 
4.85 5.29 5.62 
4.53 4.97 5.29 
4.24 4.66 4.98 
3.97 4.37 4.68 
B72 4.10 4.4] 
3.48 3.85 4.15 
3.26 3.61 3.91 
3.04 3.39 3.69 
DS anes 3.48 
2.63 2.98 3.28 
2.43 2.79 3.09 
295 2.62 2.92 
2.07 2.46 DTS 
1.90 231 2.60 
1.74 2.16 2.45 
1.58 2.03 2.32 
1.44 1.90 219 
1.30 1.78 2.06 
1.17 1.66 1.95 
1.05 1.55 1.83 
0.94 1.41 1.70 
0.83 1.26 1.57 
0.72 1.09 1.44 
0.80 1.28 
0.50 1.11 
1.00 
0.50 


1960-62 


6.75 
6.31 


5.89 
5.49 


Sal2 


4.77 
4.45 
4.14 
3.85 
3.58 


Seo 
3.09 
2.87 
2.66 
2.47 


eS, 
ZA 
E97 
1.82 
1.68 


Zoe) 
1.43 
1.30 
1.18 
1.00 


0.83 
0.50 


1965-67 


ca 
6.81 


6.37 
5.96 


DOT 


5.20 
4.85 
4.52 
4.2] 
592 


3.65 
3.40 
3.16 
2.94 
243 


2.54 
2.36 
218 
2.03 
1.88 


1.74 
1.62 
1.50 
1.38 
1.28 


1.18 
1.09 
1.01 
0.93 


a eee ee 
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Table D—Infant Mortality Rates, by County, Ontario, 1921-1969 


1931 


95:2 
55.8 
81.3 
84.2 
109.8 


61.8 
eka | 


108.6 
69.0 


74.0 
103.6 


Shy: 
41.4 
77.5 
(ae 
78.9 
62.7 
50.2 
59.8 


40.8 
67.4 
30.8 
64.3 


60.2 
61.2 


6227 
43.0 
66.4 


66.4 
54.7 
74.1 
48.1 


1921 1926 
EASTERN ONTARIO 
A—Ottawa Valley: 
Carleton IDSs 115.4 
Lanark 102.1 54.9 
Prescott 103.5(1) 117.0 
Renfrew 101.1 91.4 
Russell (1) 116.4 
B—Upper St. Lawrence: 
Dundas (2) 74.2 
Frontenac 99.0 94.0 
Glengarry (2) 67.8 
Grenville (3) 67.9 
Leeds 96.4(3) 71.5 
Stormont 91.8(2) 100.2 
LAKE ONTARIO 
Durham (4) 35.6 
Haliburton 158.8 76.0 
Hastings 93.4 TAEG 
Lennox and Addington 46.2 92.5 
Northumberland 88.3(4) 67.5 
Peterborough 80.8 63.2 
Prince Edward 87.1 56.5 
Victoria 99.8 5933 
CENTRAL ONTARIO 
Halton 89.1 82.0 
Ontario 927 el 
Peel 9526 78.8 
York 89.5 Tiel 
NIAGARA 
A—Burlington: 
Brant 61.9 67.9 
Wentworth 90.1 68.1 
B—Niagara: 
Haldimand 48.2 58.5 
Lincoln 87.2 66.3 
Welland 99.2 WS}. ]/ 
LAKE ERIE 
Elgin 78.1 67.5 
Middlesex 87.0 64.0 
Norfolk 95.7 50.8 
Oxford 83.6 58.3 
(1) Russell included with Prescott 
(2) Dundas and Glengarry included with Stormont 


(3) 
(4) 


Grenville included with Leeds 
Durham included with Northumberland 


1936 


83.5 
48.8 
87.4 
66.5 
85.1 


44.8 
66.2 


39.6 
67.0 


57.0 
iA boos 


39.7 
83.8 
70.2 
78.4 
60.3 
63.8 
43.5 
66.7 


47.3 
532k 
3557 
45.5 


51.6 
41.6 


22.6 
59.2 
42.7 


Sout 
52.6 
38.4 
45.8 


194] 


53:0 
32.8 
86.8 
61.3 
67.0 


65.6 
54.7 


82.7 
82.2 


58.9 
64.9 


39.6 
72.0 
595 
89.6 
49.0 
37.5 
67.4 
44.8 


36.6 
41.8 
225 
34.6 


49.6 
34.6 


29.5 
34.7 
44.7 


45.8 
34.1 
50.3 
47.7 


1946 


45.4 
42.2 
64.8 
46.2 
523.9 


my 
38.5 


SRLS 
724 


48.2 
ep as | 


32.3 
24.0 
43.5 
60.6 
50.7 
Miss)! 
D0u2 
Bya)| 


42.8 
26.9 
30.9 
30.0 


47.7 
30.7 


30.0 
43.0 
34.1 


36.5 
35.4 
41.9 
30.5 


195% 


21.6 
43.9 
58.2 
44.0 
46.9 


Zonk 
43.0 


66.0 
76.9 


41.9 
Son! 


30.7 
Pde eh) 
43.0 
3555 
13.4 
35:3 
29 
35.8 


232 
293 
2A 
24.0 


259) 
31.0 


29.0 
Pape 
J: 


20,7 
24.7 
34.2 
24.1 


1956 


30.3 
had 
44.1 
36.4 
24.1 


40.8 
SWS. 


29.8 
30.4 


S201 
28.2 


SA lee 
22:3 
30.7 
24.0 
22.9 
PAT al 
25a 
[eS 


15.6 
2022 
22.8 
20.9 


22.) 
PPS) 


24.4 
22.6 
23.5 


16.0 
24.4 
11.4 
POR) 


1961 


25.0 
25.4 
S153 
PA) 
28.4 


S71 
26.1 


3/9 
137 


20.3 
24.7 


2555 
34.3 
21.2 
15.7 
32.3 
MD 
19.5 
24.0 


17-9 
22s) 
18.8 
20.3 


Pala | 
17.8 


18.9 
16.1 
20.4 


20.0 
24.6 
DO. 
16.7 


1962 


re 
29.4 
293 
36.7 
41.4 


34.9 
26.2 


35.8 
30.5 


DEVIL 
30.4 


23.8 
1322 
24.1 
1972 
22.4 
29.4 
Zhe 
25.6 


21.6 
23.4 
2071 
20.3 


1987 
20.9 


29.6 
19.8 
27.6 


Pp AY) 
DI 
28.6 
22d 


1963 


Poe 
32.0 
40.2 
St 
28.6 


35s2 
|) 


21.5 
18.9 


20.2 
Se 


16.7 

6.2 
22.3 
PATS 
28.8 
20.9 
| sae 
24.3 


PANG | 
20.8 
A 
19°5 


19.8 
16.9 


15:5 
19.6 
24.4 


22.6 
28.6 
23.4 
26.5 


1964 


24.2 
2308 
29.6 
21.8 
26.1 


18.7 
pie | 


20.6 
1521 


26.7 
24.4 


16.4 
Lie 
2.2 
20.1 
21.8 
1353 
S173 
Pde all 


pages 
23.8 
17.9 
18.9 


PE 
18.8 


18.0 
17.0 
20.5 


Di ies 
21.0 
25.6 
16.8 


1965 


25.8 
DAW: 
aoe 
28.5 
Wie2 


32.6 
30.4 


19.8 
23.8 


18.7 
23.4 


19.8 
37.4 
25.0 
20.4 
13.8 
19.0 
Dees 
24.7 


16.9 
16.5 
21.0 
17.8 


16.2 
18.8 


8.8 
E92 
19.4 


BS.) 
18.5 
20.2 
18.1 


1966 


22.4 
23.0 
19 
293 
S| 


36.4 
2635 


41.5 
14.2 


13.6 
24.1 


18.7 
49.5 
18.0 
10.9 
18.5 
20.5 
15.6 
229 


14.7 
17.6 
[735 
18.5 


193 
16.8 


15.0 
20.8 
1922 


10.4 
23.4 
29.4 
30.0 


1967 


1S3 
17.8 
24.5 
25.6 
18.8 


29.8 
24.0 


16.8 
22.3 


30.6 
(ee 


24.4 
Mi 
25.0 

6.8 
26.6 
cS 
31.1 
79 


Doak 
18.7 
IA 
17.6 


20.9 
16.4 


Zon 
17.8 
17.4 


1.3 
16.5 
aul 
17.6 


1968 


20.4 
153 
32.4 
24.8 
41.0 


22.4 
20.5 


24.5 
35.8 


34.0 
18.6 


31.4 
34.5 
23.0 
26.6 
12.4 
14.9 
24.5 
122 


16.5 
172 
16.0 
16.6 


19:5 
16.6 


16.3 
24.0 
15a 


14.7 
18.3 

9.6 
16.2 


15 
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ble D—Infant Mortality Rates, by County, Ontario, 1921-1969—Continued 


| 


1921 
KE ST. CLAIR 

Border: 
| Essex 83.4 
‘Kent 85.3 
-Lambton: 

| Lambton 89.2 
DWESTERN ONTARIO 
‘Huron 56.8 
Perth 73.6 
Waterloo 73.8 
Wellington 84.9 
ORGIAN BAY 

-Blue Water: 

Bruce 95.0 
Dufferin 98.3 
Grey 69.8 
Simcoe 89.8 
Highlands: 

Muskoka 39.3 
Parry Sound 80.1 
IRTHEASTERN ONTARIO 
-Clay Belt: 

Cochrane (5) 
Nipissing 116.3 
Timiskaming 125.0 
Nickel Range: 

Manitoulin 88.6 
Sudbury 80.9 
Sault: 

Algoma 103.6 
RTHWESTERN ONTARIO 
Kenora 46.5 
Rainy River 72.8 
Thunder Bay 111.9 


Cochrane not a county in 1921 


1926 


91.6 
73.8 


64.1 


73.4 
64.2 
5520 
76.9 


54.0 
70.9 
D19 
76.6 


56.6 
597, 


135.8 
103.3 
87.0 


pA ed 
90.8 


96.4 


108.8 
79.2 
88.0 


193] 


64.1 
74.8 


59:9 


Sb:9 
60.5 
48.8 
63.4 


66.7 
78.2 
73.8 
beh 


58.2 
tie Bal 


107.8 
88.7 
92.0 


94.5 
a3 


60.0 


68.8 
86.4 
70.0 


1936 


43.8 
43.6 


3133 


36.5 
35.0) 
40.7 
46.9 


75.0 
24.0 
48.3 
393 


68.8 
47.8 


79.0 
99.2 
58.7 


70.0 
81.9 


SYA 


41.1 
py 
50.7 


194] 


Si 
45.2 


40.4 


eilRe) 
41.8 
33.5 
54.1 


47.1 
31.6 
43.6 
52.0 


74.0 
62.6 


Sout 
toe 
54.7 


64.2 
53.6 


33:3 


46.3 
54.4 
58.3 


1946 


38.1 
ol) 


36.6 


24:6 
43.7 
S2h7 
30.7 


39.6 
42.7 
43.6 
33.3 


46.2 
40.2 


40.4 
51.5 
54.3 


45.3 
44.1 


49.6 


82.4 
39. 
34.4 


195] 


1956 


1961 


23.9 
22.6 


23.9) 


23°35 
PAPI 
20.0 
311 


3151 
ayes) 
15.5 
33:5 


28.1 
34.7 


34.7 
26.0 
3559 


229 
23.4 


22.0 


41.7 
41.5 
22 


1962 


20.5 
22.8 


1952 


16.3 
18.0 
18.4 
LT, 


27.8 
o2e0 
25.8 
LS 


24.2 
| ae 


28.5 
24.2 
26.3 


44.8 
29.6 


ZnS 


45.0 
3301 
2128 


1963 


2N.7 
PEE 


19.6 


29.9 
24.7 
22.8 
20.0 


26.0 
2.9 
18.0 
Zo 


14.8 
30.1 


3342 
25.9 
B12 


14.9 
24.3 


Zhed 


35.8 
42.3 
28.3 


1964 


24.2 
24.4 


23.6 


19.2 
14.1] 
20.7 
19,3. 


22:0 
20.8 
219 
24.0 


16.3 
37.2 


Zoe 
1951 
a22 


iat 
PIES 


24.4 


31.8 
29.8 
20.8 


1965 


Pipe 
Pye) 


1971 


Die | 
20.7 
18.0 
1726 


2258 
255 
2955 
22S 


6.9 
1939 


31.0 
23.8 
33:3 


1333 
22.0 


213 


Ses} 
36.2 
20.4 


1966 


21.4 
22.0 


24.2 


17.0 
20.8 
19.6 
25.9 


133 
21.0 
25:3 
23.9 


16.6 
26.5 


15.4 
23.4 
27.8 


32.4 
23.4 


22.3 


25.8 
20.8 
19.0 


1967 


22.4 
17.2 


Jas) 


ihe ea 
24.0 
DA NeP2 
23.6 


15.6 
22a) 
18.1 
1953 


14.5 
20:5 


21.8 
13.2 
33.5 


39.8 
Peps 


Zot 


45.1 
26.7 
23.3 


1968 


23.0 
24.2 


18.5 


a0 
19.4 
18.3 
20.6 


1579 
24.9 
yD 
Pupbde 


13.6 
2 


209, 
17.4 
25.0 


27.8 
20.5 


24.1 


36.4 
J) 
17.5 


1969 


25.6 
23-0 


19.2 


25.5 
212 
19:3 
15.0 


20.8 
20.3 
19.0 
24.5 


9.0 
24.9 


20.1 
21.0 
23.4 


14.9 
18.1 


21.6 


S79 
23.8 
15:2 
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Table E—Death Rates per 1,000 Population, by Cause, Ontario, 1961-1969 


Age 
Causes Groups 196] 1962 
Accidental I— 4 44 47 
and Violent 5—14 30 35 
15—24 .96 92 
25—34 .76 85 
35—64 1.04 .96 
65+ 2.09 2.04 
Congenital I— 4 AY lls 
Malformations S5—14 04 03 
15—24 03 02 
25—34 .02 02 
35—64 02 03 
654 03 .03 
Neoplasms I— 4 oh AU 
S—14 LO 08 
1S—24 10 pie 
25—34 19 .20 
35—64 hel 1.76 
65-++ 11.68 1196 
Nervous I— 4 07 09 
System Disease 5—14 02 0S 
15—24 OS .03 
25—34 OS 07 
35—64 58 206 
654 10.28 10.56 
Circulatory I— 4 00 00 
System Disease 5—14 O01 00 
(Heart Disease) 15—24 04 03 
25—34 a3 alg) 
35—64 4.16 4.14 
» 65+ 36.45 36.07 
Respiratory I— 4 “13 16 
System Disease 5—14 03 03 
15—24 03 04 
25—34 04 04 
35—64 sod oo 
65=- 4.33 4.55 


*Category changed in 1969 


Males 

1963 1964 
39 34 
34 34 
1.02 .96 
87 83 
1.08 .99 
2.03 1.97 
AS) sul 
04 03 
03 03 
.03 03 
03 03 
04 03 
mS AS 
08 .07 
09 .09 
19 16 
1.78 1a 
11.70 11.81 
07 .07 
02 02 
.03 04 
05 05 
say! st 
10.29 9.53 
.00 O01 
.O1 .00 
.03 02 
16 14 
4.08 AN INS 
36.86 35.44 
24 Ais 
03 .03 
04 03 
05 06 
5 333 
6.04 ANSYi/ 


1965 


po 
6 
1.03 
78 
1.01 
Deh 2) 


08 
02 
04 
02 
.03 
Ol 


09 
.08 
ett 
ie 
.69 


— 


TLS y 


.04 
02 
04 
.08 
.50 
10.11 


.00 
00 
2035 
rats) 
4.23 
37.26 


14 
03 
04 
03 
14 
5.64 


1966 


40 
Ps 
1.02 
.88 
sok) 
ei) 


.13 
02 
02 
02 
02 
03 


09 
07 
off 
als 
1.78 
12.28 


.O5 
.03 
03 
.06 
.50 
9.60 


00 
O01 
02 
.10 
4.05 
36.29 


wl 2 
02 
04 
05 
36 
6.03 


1967 1968 
42 34 
som whe 

es 1.09 
85 .83 
1.02 1.05 
Delf 2.08 
an sO, 
03 02 
02 02 
02 O01 
02 02 
05 .06 
alS .09 
08 .08 
.09 .08 
14 2d le 
1.76 Liz 

12.98 12.45 
05 .04 
.03 02 
04 02 
07 04 
3 .50 

9:13 8.89 
.00 .00 
O01 O01 
03 AU, 
.10 09 

4.13 3.84 

35230 See 
15 .10 
05 .03 
.03 s02 
.03 04 
.40 BN! 

5/9 6.39 


196 
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: E—Death Rates per 1,000 Population, by Cause, Ontario, 1961-1969—Continued 


Females 


Age 
ses Groups 1961 1962 1963 1964 1965 1966 1967 1968 1969 


idental Il— 4 Ye) wh) 20 aoe 28 ail 28 28 .20 
Violent 5—14 og wl aS sL3 13 elGa ale) 14 12 


| {5-24 2 2 26 23 25 05 30 29 29 
| 25—34 20 oe 23 23 19 2 23 23 24 
: 35—64 29 31 0) 33 37 BT a7 39 .40 
| 65-4 1.63 1.80 157 1.34 1.56 1.38 1.43 1.37 1.29 
genital [4 slp 13 14 if Hh? 08 11 ll 15 
formations 514 04 03 03 03 02 03 04 03 03 

1524 03 02 01 02 02 01 02 01 01 

25 —34 02 02 01 02 02 02 02 02 01 

35—64 02 02 02 02 02 03 02 02 02 

65+ 03 03 02 03 .04 02 02 01 03 

plasms (eer 09 09 09 09 10 alt 09 08 07 
5—14 05 07 07 .06 05 06 07 05 07 

1594 06 05 08 06 06 07 07 06 05 

25—34 16 18 OB Ag 14 16 1S 14 14 

35—64 1.62 ‘legal 1.64 1.60 ie 1.63 1.68 1.63 1.70 

65+ 7.55 7.70 7.70 7.50 el 738 7.50 7.38 7.63 
yous [34 06 04 03 02 04 05 04 04 N.A.* 
em Disease 5—14 .03 .03 01 .02 .O1 .02 BD Ol N.A. 
i504 02 03 03 03 02 02 02 Ol N.A. 

2534 08 .04 05 04 03 05 03 04 N.A. 

35—64 52 47 47 50 44 44 38 39 N.A. 

65+ bes 10.36 10.03 9.22 9.70 9.05 8.33 27) N.A. 

ulatory aed .00 01 .00 00 01 00 .00 00 01 

2m Disease 54 01 00 00 00 01 01 01 01 01 
tt Disease) 1524 03 03 03 01 03 02 01 01 02 
25—34 07 09 05 08 07 08 05 04 09 

35—64 1.29 ya 1.29 1.27 1.23 1.26 1.20 1.20 1.51 

65+ 26.08 26.30 26.50 25.82 2516 25.02 25.00 24.69 31.68 

ratory (a4 2 “i 14 ne it 12 10 08 .09 
2m Disease 5—14 03 02 04 02 02 03 03 02 02 

15-24 02 01 02 02 03 02 02 03 03 

253A 05 03 05 02 03 04 02 03 04 

35—64 IP “18 a 14 14 16 AS 14 19 

65+ 2.74 2.94 3.39 235 2.80 2.93 2.63 3.11 2.84 


egory changed in 1969 


oe EE re 
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Table F—Causes of Death, by Sex and Region, Ontario, 1966 


Rate per Rate per Rate per Rate per Rate | 
Total 100,000 Eastern 100,000 Lake 100,000 Central 100,000 100,00 
Ontario Pop’n Ontario Pop’n Ontario Pop’n Ontario Pop’n Niagara Pop'n 


SA 17t* 778.22) 9 6,839 80372 a1 52 892.55 17,648 705.37 6,666 793.4( 
31,142 895.10 3,820 902.12 1,782 1,014.32 9,912 799.42 3,820 OTR 
23,029. 661,43 93,019 “706.24: , 1550 770.47 7,736 612.96 2,846  675.6é 


I Infective & Parasitic Diseases 304 Al ay 46 5:4] 18 Sas 93 8), 7D B5 aa 
182 pws 23 5.43 11 6.26 59 4.76 aA 5.0) 

122. 3.50 23 5.38 a 4.00 34 2.69 14 33 

PNIES) Tuberculosis 132 1.90 20 2235 7 1.99 38 (sy? 10 1.1! 
79 DALH| 8 1.89 5 2.85 25 2.02 7 1.6 

53} 1.52 12 2.81 2 1.14 13 1.03 3 0.7 

A6-11 Venereal Diseases 35 0.50 3 0.35 2 ODS7 10 0.40 8 0.9: 
23 0.66 l 0.24 1 OT 8 0.65 4 0.9: 

12 0.34 W 0.47 1 0.57 2 0.16 4 0.9: 

A12-43 Other 137 1.97 23 D0 9 2.56 45 1.80 17 2.0 
80 2.30 14 3.31 5 2.85 26 2.10 10 2.3! 

S7/ 1.64 9 Dal 4 DIRS 19 lest 7 1.6 


9.0077) W38:017) 1,1 29)ee 132.68 489 139.35 3,499 139.85 1,203 14am 
D2ie isto 589 -:139.10-« 275 156.53 1,878 151.46 680 162.3 
4,335 124.51 540 =: 126.32 214 122.13 1,621 128.44 523. 12401 


I Malignant Neoplasms 


III Allergic Disorders & Endocrine, 2 Is 27) 140 16.45 84 23.94 380 US MUG: PTA) 21.0, 
& Metabolic & Blood 617 ie: 67 15:82 42 23.91 187 15.08 80 19.1. 
IV _ Diseases 655 18.81 76) 17.08 42 23.97 193 P5239 97 23.0: 
V Mental Psychoneurotic & 181 2.60 24 Deke 10 2.85 66 2.64 20 23 
Personality Disorders 108 3.10 IS 3.54 4 2.28 36 2.90 ti 2.8 

pe 023, 9 art 6 342° 30 Ba 3s 8 1.9 


VI Diseases of the Nervous System 
& Sense Organs 


6,491 93.25 783 92.02 461 131038 19639-7546 871 103.€ 
3,047 = 87.58 379 89.50 218 124.09 865 69.76 407 97.1) 
3,444 = 98.92 404 94.51 243 138.68 1,098 87.00 464 110.1 


VII Diseases of the Circulatory 23,032 330.88 2,966 348.56 1,317 375232 71,5027 299585 2180 330. 


9 ly Vs rte at a (ts aca a  n  e a ed| iret Nae Nd MES at ae Nel oR lian eo feat no Ua awe eS) iar Peer 9 ete woe, oe eS ih ce ee Rete: EE SG ae 


System 13/644 392516 1,679 "396.51 793 451.38 4,370 352.45 "tesa 390.7 

9,388 269.64 1,287 301.07 524 299.06 3,132 248.16 1,143 27 | 

VIII Diseases of the Respiratory 3,402 48.87 498 58.52 213 60:70, 1,034 7 4L33 411 48.6, 

System 2,136.9 6139 283 66.83 PLT 66.60 668 53.88 Zon i) Fi 

1,266 36.36 2S 50.30 96 54.79 366 29.00 154 36.4) 

IX Diseases of the Digestive System 1,959 28.14 268 31.50 91 25.93. 671 26.82 265 31.1; 
LO” 33-67 147 34.72 4] 23:34 ~369 = 20°76 146 34. 

857 ~—- 24.61 24 28.31 50 28.54 302 23193 119 28. 

X Diseases of the Genito-Urinary 806 11.58 96 11.28 49 13,96 (239 9.55 94 | 

System 495 14.23 61 14.4] 333) 18.78 143 IS 56 je. 

311 8.93 35 8.19 16 9.13 96 7.61 38 9.1 

XI _—CDeeliveries & Complications of 36 0.52 2 0.24 2, 0.57 1] 0.44 4 0. 
Pregnancy, Childbirth and the — — = — — = = — = 
Puerperium 36 1.03 2 0.47 2 1.14 1] 0.87 4 0 
XII Diseases of the Skin & Musculo- a3 3.06 29 3.41 12 3.42 72 2.88 33 2, 
& skeletal System 86 2.47 8 1.89 7 3.98 26 2.10 16 3 
XI 127 3.65 21 4.91 5 2.85 46 3.64 17 4 


Rate per Rate per Mid- Rate per Rate per  North- Rate per  North- Rate per 
e 100,000 Lake 100,000 western 100,000 Georgian 100,000 eastern 100,000 western 100,000 
Pop’n St.“Clain’ Pop'n Ontario Pop’n Bay Pop’n Ontario Pop’n Ontario Pop’n 


3 879.86 4055 835.11 3,467 814.28 3,286 1,002.00 3,468 671.80 1,757 786.19 
3 1,003.81 2,405 990.49 1,945 910.62 1,864 1,122.59 2,261 850.38 1,160 996.81 
L 758.69 1,650 679.70 1,522 717.30 1,422 878.33 1,207 A818 597 557.36 
7 6.17 18 hag 12 2.82 9 2.74 29 5.62 17 7.61 
9 8.78 8 3.29 6 2.81 5 3.01 19 Teas 11 9.45 
8 3.61 10 4.12 6 2.83 4 2.47 10 3.99 6 5.60 
| F 
2 2.74 9 1.85 5 Li7 4 ee) 19 3.68 8 3.58 
7 B23 4 1.65 ) 0.94 3 1.81 13 4.89 5 4.30 
5 2.26 5 2.06 3 1.41 | 0.62 6 2.40 3 2.80 
4 0.91 1 0.21 D 0.47 1 0.30 3 0.58 1 0.45 
3 1.39 = S. ) 0.94 1 0.60 2 0.75 1 0.86 
1 0.45 1 0.41 ee = ee: = 1 0.40 as = 
1 251 8 1.65 5 iy 4 [22 qi 1.36 8 3.58 
9 4.16 4 1.65 2 0.94 | 0.60 4 1.50 5 4.30 
2 0.90 4 1.65 3 1.41 B 1.85 3 1.20 3 2.80 
6 138.38 683 140.66 600 140.92 499 152.16 599 116.03 300 134.24 
0 161.68 390 160.62 . 310 145.14 259 155.98 357 134.27 184 158.11 
6 115.61 293 120.70 290 136.67 240 148.24 242 96.67 116 108.30 
5 21.69 113 230 4G 17.15 80 24.39 104 20.15 26 11.63 
6 61.25 55 22.65 36 16.85 42 25.29 49 18.43 13 re is, 
9 02.13 58 23.89 37 17.44 38 DBIAT 55 0107 13 12.14 
g 1288 9 1.85 11 2.58 6 1.83 19 3.68 8 3.58 
4 1.85 9 3.75 6 DSi 4 2.41 10 3.76 8 6.87 
4 181 us as 5 2.36 2 1.24 9 3.59 = = 
) 120.80 462 95.15 483 113.44 436 132.95 326 63.15 177 79.20 
4 112.71 243 100.08 221 103.47 196 118.04 176 66.20 98 84.21 
5 128.71 219 90.21 262 123.48 240 148.24 150 59.92 79 73.75 
4 373.14 1,763 363.08 1,459 342.67 1,528 465.93 1,391 269.45 692 309.64 
) 429.61 ‘1,061 436.97 843 394.68 905 545.03 941 353.92 485 416.77 
4 317.93 702 289.18 616 290.31 623 384.81 450 179.75 207 193.25 
3 56.63 269 55.40 202 47.44 196 59.77 197 38.16 134 59.96 
] 72.53 184 75.78 125 58.52 114 68.66 146 54.91 85 73.04 
| 41.10 85 35.01 T7 36.29 82 50.65 51 20.37 49 45.75 
29.69 152 31.30 119 27.95 Te 23.48 123 23.83 63 28.19 
) B87 87 35.83 77 36.05 45 27.10 82 30.84 39 33.51 
27.55 65 26.78 42 19.79 ) 19.77 4] 16.38 24 22.41 
15.30 60 12.36 58 13.62 52 15.86 64 12.40 OH 12.08 
15.71 34 14.00 38 17.79 33 19.87 45 16.92 18 15.47 
14.90 26 10.71 20 9.43 19 11.74 19 7.59 9 8.40 
0.46 2 0.41 1 0.23 1 0.30 8 1.55 3 1.34 
0.90 2 0.82 | 0.47 1 0.62 8 3.20 3 2.80 
; 2.74 18 CWA 1] 258 10 3.05 10 1.94 6 2.68 
1.39 9 3.71 y) 0.94 6 3.61 6 2.26 3 2.58 
) 4.06 9 3.71 9 4.24 4 2.47 4 1.60 3 2.80 
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Table F—Causes of Death, by Sex and Region, Ontario, 1966—Continued 


Rate per Rate per Rate per Rate per Rate | 
Total 100,000 Eastern 100,000 Lake 100,000 Central 100,000 100,06 
Ontario Pop’n Ontario Pop’n Ontario Pop’n Ontario Pop’n Niagara Pop’n 
XIV Congenital Malformations ts 718 10:31 85 9:99 33 940%) 259 FRIORS 86 10.26 
M 393 7 MOM? 40 9.45 14 TIT2S PST) PEAS 49 11.7( 

F 345 9.9] 45 10.53 19 10.84 122 9.67 37 8.78 

XV_ Certain Diseases of Early iy 1,600. 22.99 229 2691 65 18.52 544 21.74 168 20.0( 
Infancy M 940 27.02 135 31.88 38 2163" 307 92406 96 22.9) 

F 660 18.96 94 2199 27 ISAL — 237 ae bests 72 17.0! 

XVI Symptoms, Senility & T 134 1.93 20 Lire 11 33 34 1.36 12 1.4, 
Ill-defined Conditions M 70 2.01 2 2.83 7 3.98 21 1.69 8 1.9 

F 64 1.84 8 a7 4 2.28 13 1.03 “ 0.9: 

XVII Accidents, Poisonings & Violence T 4,416 63.44 524 61.58 217 78.94 1,281 51.20 507 60.3. 
M 3,070 88.24 382 90.21 182 103.59 846 68.23 355 84.7: 

F 1,346 38.66 142 33222 95 54.22. 435 34.47 bse 36.0! 

AE-138 Motor Vehicle iT; 1,636 23.50 193 22.68 123 35105. 39:7. We Ea87 190 22.6 
Accidents M 1,189 34.18 148 34.95 81 4641.. 273.6 -22102 142 33.8 

F 447 = 12.84 45 10.53 42 23:97 124 9.83 48 11.4 

AE-139 Other Transport fle 197 2.83 18 Bab 15 4.27 49 1.96 IW) es: 
Accidents M 178 S212 17 4.01. 14 7.97 46 37 13 3.1) 

F 19 0.55 1 0.23 1 O57 3 0.24 — - 

AE-140-147 All Other Accidental ib 1850 26:58 230 27,03 99 2821, S82 9923.26 219 26.0 
Causes M eits7 34412 153 36.13 56 SUS8" 8615829 141 33.6 

F 663 19.04 val 18.01 43 24.54 221 17351 78 18.5. 

AE-148 Suicide if 661 9.50 1H 9.05 36 10.26 234 9.35 76 9.0 

M 475 —- 13.65 61 14.41 28 15:94 159 6 (12:82 54 12.8 

F 186 5.34 16 3.74 8 4.57 1p) 5.94 22 32 

AE-149 Homicide & Injury & us 68 0.98 6 0.71 3 0.85 19 0.76 9 1.0 
Purposely Inflicted by M oH 1.06 3 0.71 2 1.14 7 0.56 5 Ll 

Other Persons (Not in war) F 31 0.89 3 0.70 1 O57 12 0.95 4 0.9) 

AE-150 All Other Causes T 4 0.06 = ~- 0.28 — = — q 

M 4 0.11 _ — 1 0.57 — — os a 

F = ee = a = = ae 7%, ts 3 


| 
| 
} 


Rate per Rate per Mid- Rate per Rate per  North- Rate per = North- Rate per 
100,000 Lake 100,000 western 100,000 Georgian 100,000 eastern 100,000 western 100,000 
Pop’n St. Clair Pop’n Ontario Pop’n Bay Pop’n Ontario Pop’n Ontario Pop’n 


4 10.05 51 10.50 41 9.63 34 10.37 67 12.98 18 8.05 
8 12.93 24 9.88 18 8.43 15 9.03 40 15.04 8 6.87 
6 7.23 oT 11.12 23 10.84 19 11.74 oF 10.78 10 9.34 
| 23.52 127 26.16 101 23.72 66 20.13 141 27.31 56 25.06 
26.33 88 36.24 65 30.43 34 20.48 85 31.97 35 30.08 
20.77 39 16.07 36 16.97 32 19.77 56 22.37 21 19.61 
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Coincidental and Lagging Indicators 


Average Yield of 3-Month Treasury Bills, Canada (Last Wednesday of the Month, Not Seasonally Adjusted) 


Employment, Ontario (Seasonally Adjusted) 


Unemployment Rate, Ontario (Per Cent of Labour Force, Inverted Scale, Seasonally Adjusted) 
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The Ontario Economic Review is prepared 
and edited bimonthly in the Economic 
Analysis Branch of the Office of Economic 
Policy, Ministry of Treasury, Economics 
and Intergovernmental Affairs. The 

review presents articles of interest as well as 
current information on economic activity in 
Ontario. Signed articles reflect the 

opinions of their authors and do not 
necessarily represent the views of the 
Ministry. 

Subscriptions can be obtained free of 
charge by writing the Editor, Ontario 
Economic Review, Ministry of Treasury, 
Economics and Intergovernmental Affairs, 
Frost Building, Queen’s Park, Toronto, 
Ontario, M7A lLY7. 


During the recent reorganization of the 
Ministry of Treasury, Economics and 
Intergovernmental Affairs, two editions of 
the Ontario Economic Review (November|/ 
December 1972 and January/February 1973) 
were not published. 

The November] December edition has now 
been printed, and preparation of the 
January/February issue is underway. 
Publication of these two issues will thereby 
provide continuity for the Review, and the 
Review will continue to be published 

on a bimonthly basis. 


Capital in Canada 


About the Review 

The absence of the profit motive in the 
public sector has always made the evalua- 
tion of long-range projects more difficult 
than in the private sector. The criterion 
for capital investment by private corpora- 
tions is the profitability of a given project. 
In the public sector, since social 
implications are involved, no similar 
straight-forward criterion exists. 

A critical element in any project 
evaluation is the rate used for discounting 
future costs and benefits. 

Dr. Jenkins’s article, featured in the 
November/ December edition of the 
Ontario Economic Review, contributes 
significantly to the understanding of the 
problems involved in choosing an approp- 
riate discount rate for the public sector. 
The article traces the development of the 
determination of the rates of return to 
capital of various sectors in the Canadian 
economy. While these rates were 
developed on a national basis, they can 
apply equally to projects undertaken by 
the Ontario Government, other provincial 
governments and crown corporations. 

The article on shared-cost programs 
provides a preliminary indication of the 
number and scope of arrangements 
between federal and provincial depart- 
ments which now affect almost all fields 
of provincial responsibility. It can be seen 
that cost sharing not only earmarks 
annually a considerable portion of the 
Ontario budget but also creates a greatly 
varied and highly complex set of adminis- 
trative relationships. 

This article was prepared under the 
direction of Mr. D. M. Allan in the 
Taxation and Fiscal Policy Branch, 
Ministry of Treasury, Economics and 
Intergovernmental Affairs. 
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Indicator Charts, Pages 20-22 | 
Fluctuations in aggregate economic activity 
—commonly used to define business cycles— 
do not necessarily correspond with fluctuati: 
in the individual activities which make up tt 
aggregate. Instead different indicators of | 
economic activity may vary with respect to» 
both their rates of growth and the timing of 
their peaks and troughs: some may grow m 
rapidly than others, some change direction ' 
sooner. | 

Those activities which tend to assume a__ 
direction in advance of the aggregate—beca’ 
they relate to future rather than present pro 
duction—are referred to as leading indicato’ 
and are widely used to anticipate the short-. 
future course of the overall economy. The 
charts on pages 20, 21 and 22 in the Ontario 
Economic Review present a number of thes 
leading indicators, as well as several which | 
coincidental to or lag behind the aggregate, 
provide for the reader an opportunity to mi) 
such an evaluation. 

While comparisons of the timing and 
direction of general changes in the various | 
indicators can readily be made, great care fr! 
be exercised in making such a comparison / 
the amplitude of fluctuations. Of the three 
vertical scales used—‘A’ (arithmetic) and 
‘LI’ and ‘L2’ (logarithmic scales with one 4 
two cycles respectively over a given vertical] 
distance—only the logarithmic scales can b 
used to compare relative changes in differe! 
indicators. And this applies only when alls) 
being compared are on the same logarithm | 
scale. In such a situation all parallel lines | 
represent equal rates of growth, the exact 1° 
of growth being determined by the slope of 


i 


line. 
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INTRODUCTION 
ce 1867 the federal government has 
imed the major responsibility for fiscal 
icy in Canada. One aspect of that function 
been the redistribution of fiscal 
yurces and economic activity among 
erments and regions throughout the 
mtry. Over the years this role has 
umanded a growing proportion of federal 
lgetary allocations to a point today where 
sfer policies encompass a considerable 
ge of methods including unconditional 
nts, tax sharing, regional expansion 
grams, cost sharing, equalization pay- 
its and public works projects. Five major 
ral policies — equalization, regional 
nomic expansion, statutory subsidies, 
ditional grants and public works — will 
n€ distribute almost $5 billion throughout 
ada in 1972. 
Provinces have been interested both in 
magnitude of federal transfers and in the 
hanisms involved since they can either 
ngthen or attenuate the autonomy of 
vincial governments in the federation. 
eed, Ontario has made comments and 
gestions over the last few years on this 
e of federal redistributive policy. Both in 
innual budget statements! and at federal- 
vincial conferences? the Province has 
cated its general concern, along with that 
ther provinces, for an open and compre- 
sive assessment of federal programs in 
policy area. 
A clear trend in federal transfer policy 
become evident. There has been a move 
y from sole reliance upon unconditional 
ncial transfers — statutory subsidies and 
alization payments — and a rapid increase 
Onditional transfers via the shared-cost 
gram mechanism. In 1972, shared-cost 
ments to the provinces will amount to 
billion, or 65 per cent of total redis- 
utive spending. 
t is not merely the sheer size and 
ansion of conditional grants that warrant 
ntion. More important, they exert 
fmous leverage on planning, priority- 
hg and financing both for the provinces 
the national government. They also 
te serious problems of policy, financial, 
administrative control. It is the char- 
Tistics of budgetary leverage and opera- 
al inflexibility which make conditional 
its less suitable than alternative means 
fansferring revenues, such as tax shar- 
Or unconditional financial transfers. 
the same time, shared-cost programs 
> demonstrated evident merit in terms 


of establishing social advances and 
achieving national levels of essential pub- 
lic services. In light of these advantages 
and disadvantages, it is appropriate to 
undertake a periodic stocktaking and 
evaluation of shared-cost programs. 

It is the purpose of a new Ontario Staff 
Paper? to examine the budgetary problems 
that arise from cost sharing in general. In 
particular, it considers the issues of control, 
rigidities and accountability. The method 
followed is to provide a brief history of 
federal transfers, noting especially the 
emergence of conditional grants and their 
distinctive features. This is followed by an 
evaluation of existing shared-cost programs 
in Ontario from which several conclusions 
concerning fedéral-provincial conditional 
grants are drawn. An appendix provides a 
detailed descriptive inventory of the fifty- 
three joint programs currently in effect. 


II—BACKGROUND OF COST SHARING 
Initial Transfers 

Almost from the year of Confederation the 
central government. was called upon to 
exercise its role as guardian of the economic 
and fiscal well-being of the provinces. While 
this was a deliberate aim of the Constitution, 
few had anticipated that the provinces’ 
revenues would be so inadequate or that 
their needs would be so explosive as to 
require almost immediate federal aid. 

In this situation, the central government 
had no clear philosophy to govern its 
response to provincial requests for more and 
more financial assistance. The confusion that 
reigned until the early twentieth century led 
to federal transfers on the most ad hoc and 
arbitrary of reasoning, guided by a notion of 
Victorian frugality. Statutory payments 
originally had been established on a variety 
of criteria, all unrelated to the present or 
future expenditure needs of the provinces or 
the growing evidence of financial and econo- 
mic disparities among regions. 

Until 1912, additions to these initial 
subsidies were made largely upon advocacy 
and rarely upon any objective measure of 
fiscal need or capacity. In 1912, these 
unconditional statutory subsidies ceased to 
grow sporadically and instead were related 
to a number of factors which provided each 
province with a basic — though very low — 
financial floor. There has been little change 
in this principle since that date.4 
Cost Sharing 
Such a settlement was no solution to the 
discrepancies between provinces in levels of 


services. Nor did it provide sufficient funds 
to finance the rapid growth in the provinces’ 
responsibilities as a result of emerging 
welfare statism. Motivated by the problems 
that differences among provinces in hygiene, 
farm education, technical training and road 
quality presented, the federal government 
established grants to the provinces, condi- 
tional upon expenditures in these areas. 
Between 1912 and 1927, federal funds were 
made available for provincial programs in 
these fields. While concerned with specific 
program areas, these grants still lacked any 
close relationship to actual program costs or 
standards. Nonetheless, they did constitute 
tentative and temporary federal assistance 
to what clearly were acknowledged to be 
provincial responsibilities. For this reason, 
federal control of provincial expenditure was 
cautious or relaxed. Even in 1927 when the 
Old Age Pensions Act was legislated by the 
federal government, the initiative for ac- 
cepting federal money and formulating legis- 
lation was left to the provinces. This new 
scheme did, however, introduce the idea of 
federal payments related to provincial ex- 
penditure rather than to a flat-rate or per 
capita sum. 

During the Depression in the 1930's, 
conditional grants failed because their own 
inflexibility and complexity could not 
provide an adequate response to soaring 
provincial and municipal welfare costs. 
Relief payments and employment projects 
overwhelmed the administrative capacity 
required by conditional federal transfers 
and, consequently, many became uncondi- 
tional subventions. Out of this chaotic 
situation, as well as the continuing confusion 
about the proper federal role in assisting the 
development of the provinces, emerged the 
Rowell-Sirois Commission’. The Commis- 
sion concluded in 1940 that programs of joint 
administration had been unsatisfactory. The 
system of Dominion auditors and inspectors 
examining provincial accounts and activities 
often caused divisions and confusion over 
the lines of accountability and responsibility. 
Moreover, financial and administrative con- 
trol requirements imposed by the federal 
government raised the question of whether 
a province could indeed set its own priorities 


’ and budgets in these areas.® 


The issue of provincial autonomy and 
accountability was set aside during and 
immediately after the war by the federal 
government. It felt that for reasons of 
central economic control neither greater tax 
room nor larger unconditional grants could 


Federal-Provincial Shared-Cost 
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be offered in lieu of joint programs. Instead, 
a wholly new set of conditional grants was 
proposed and gradually implemented over 
the next ten years. Since 1946, there -have 
been major programs in welfare, health, 
resource development, medical care and sup- 
port for post-secondary education. Collec- 
tively, these shared-cost programs account 
for 22 per cent of the federal budget in 1972. 
At the provincial level, these conditional 
transfers represent a major part of provin- 
cial financing, ranging from 20 per cent of 
total expenditures in Ontario to over 45 per 
cent in the smallest provinces. 


III—PROBLEMS ASSOCIATED 

WITH CONDITIONAL GRANTS 
The 53 shared-cost programs examined in 
Federal- Provincial Shared-Cost Programs in 
Ontario demonstrate both the merits and 
drawbacks of joint financing schemes. There 
can be little doubt that these shared-cost 
programs have stimulated new or much im- 
proved services, particularly in provinces 
with limited financial resources. Indeed, 
the attainment of uniform national standards 
in health, education, welfare and transpor- 
tation has largely been a result of federal- 
provincial collaboration and joint financing. 
Now that the major programs are mature 
and their initial purposes achieved, however, 
the question arises whether these conditional 
transfers should now be replaced by a more 
flexible and efficient mechanism. 
A General Problem 
One problem is recurrent in conditional 
grants: they have a tendency to interfere 
with a province’s priority-setting, budgetary 
planning and efficiency of program delivery. 
The more stipulations are attached to federal 
funds, the more fiscal transfers reduce 
provincial autonomy. By choosing the area 
of initiative, the federal government can 
decide which provincial activity it wishes to 
stimulate and favour over other provincial 
priorities. Both federal and _ provincial 
governments recognize this. For this reason 
the central government has long empha- 
sized, as did Mr. Sharp in 1966, that cost- 
sharing agreements should be temporary in 
duration and replaced with unconditional 
financing once new programs are established. 
Otherwise, the continuation of joint pro- 
grams would imply that the federal govern- 
ment is the primary repository of national 
values and that its judgement on priorities 
is superior to that of the provinces. 
Problems Affecting Budgetary Planning 
In addition to the general conceptual 


problem of conditional grants, other bud- 
getary and administrative difficulties have 
been encountered in shared-cost programs. 
All provincial expenditures should properly 
be part of a central budgetary plan which 
reflects the policies and priorities of pro- 
vincial Cabinets. Yet, it has become evident 
that shared-cost programs tend to take onan 
autonomous life of their own, largely outside 
of provincial budget planning processes. 
Sustained largely by the program depart- 
ments responsible for the original initiative 
and rigidly fixed by federal-provincial 
agreement for an unstated duration, each 
program develops its own “clientele” inside 
and outside government.’ This makes flexi- 
ble and independent provincial program- 
ming difficult and, in essence, pre-empts 
large portions of provincial budgetary funds 
from annual review and adjustment. In 1972, 
for example, $2.3 billion or 39 per cent of 
the Ontario budget was locked into shared- 
cost programs. 

Provincial budgetary planning is also 
distorted by federal limitations on shared- 
cost financing such as arbitrary annual 
ceilings and rigidities in eligibility criteria, 
although service requirements and program 
technology change. This inflexibility, in turn, 
inhibits greater cost efficiencies. For the 
provinces, the major problem with mature 
shared-cost programs is to control escalating 
costs, modernize program delivery and alter 
spending priorities. It is at this stage — where 
federal and provincial attitudes diverge over 
the appropriate scope and mix of policies — 
that rigid and jointly-regulated schemes 
become a hindrance to optimal budget 
planning at both levels of government. 

Two current examples can be drawn from 
the 1972 Staff Paper as illustrations of the 
problems posed by rigidities in shared-cost 
agreements in Ontario. A number of 
provincial commissions and study groups 
have suggested that nursing education in the 
province could be improved if the program 
were to be transferred from the Ministry of 
Health to the jurisdiction of the Ministry of 
Colleges and Universities. Although the 
Province now wishes to undertake such an 
internal administrative reform, this involves 
transferring federal cost sharing from the 
Hospital Insurance and Diagnostic Services 
Agreement to the Fiscal Arrangements Act, 
and a potential loss of federal reimburse- 
ments for the costs of nursing education. In 
short, the Province’s ability to consider 
greater efficiency in its services is con- 
strained and retarded by the inflexibility of 


federal-provincial agreements. 
The Province has also experienced 
siderable difficulty in securing fede 
sharing under the Canada Assistance Pl 
such as for juvenile offenders’ training — 
program which is eligible for sharing in ot 
provinces. There has been little disagr 
ment about the “welfare” nature of t 
program, and hence its eligibility for shari 
But Ottawa insists that all CAP programs 
administratively located according to fede 
stipulations — that is, in the Ministry 
Community and Social Services; othery 
cost sharing will not be forthcoming. Se 
of the provinces have already combi) 
departments or at least the services. 
different departments in order to sec 
better cost-sharing arrangements under C, 
Theoretically, Ontario could do the same ¢ 
in the case of some current programs 
already has. However, the prime ono til 
administrative change should be the I 
vision of better and more efficient serv, 
rather than qualification for CAP shar. 
Even if the administrative  difficul 
involved were overcome, the effect of | 
organizational changes on the prog 
content could be severe and undesirable. | 
example, in the case of the training sch 
referred to above, it is the opinion of offi¢ 
involved that a change in administrat' 
such as Ottawa has been suggesting, w«| 
lead not to greater integration of the var| 
elements in the correctional process, 
rather to increasing fragmentation. At | 
rate, the rigid administrative regulat! 
attached to shared-cost agreements |} 
prevented the Province from developin | 
own departmental organization to pro{ 
provincial services according to provill 
priorities. | 
Administrative Problems 
Specific administrative problems are evit 
in current shared-cost programs. Gener} 
they consist of delayed federal paymé 
auditing difficulties, differences al 
program aims and eligible costs, ab’ 
changes in program definition, and uns! 
factory procedures for program reviev< 
renewal. In 1971-72, the following progi! 
contained one or more of these probli 
Agricultural Manpower Agreement 
Agricultural Rural Development 
Agreement 
Second Language Agreement 
Citizenship and Language Agreemen 
Health Resources Fund 
Medical Care Agreement 
National Health Grant 


{ 


| 
/ 
} 
‘ 
1 
: 


isheries Industrial Development 
Railway Grade Crossing Fund 

NHA Contribution for Urban Renewal 
NHA Loans for Land Acquisition and 

_ Development 

NHA Loans for Land Assembly 

[hese differences are probably most 
ous when they involve delayed federal 
ibursements. The Province commits $2.3 
on in funds to all shared-cost programs 
ther and can expect about $1 billion in 
tal repayments. Any delay in federal 
ments is at the expense of the Province. 
ile the Province has to submit claims by 
ain dates, there is no converse obligation 
n the federal government to be punctual 
its repayments or to make interest 
ments on late reimbursements. Three 
iths after the 1971-72 fiscal year, for 
ance, the federal government still owed 
ario $37 million for claims submitted. 
Jelays and difficulties are more critical 
some programs than others. Joint 
grams this year range in size from $1,740 
weather reporting to $884,588,316 for 
pital insurance. Over half of all these 
grams spend less than $1 million each 
together account for only 3 per cent of 
ral reimbursements to Ontario. In these, 
ppears evident that the internal cost of 
scting and submitting claims exceeds the 
unt of federal reimbursements. In the 
e largest programs, which account for 85 
cent of federal reimbursements, admin- 
tive costs are of more reasonable 
ortions, but repayment delays can be 
‘costly. The magnitude of unpaid funds 
1971-72 alone can be seen in the fol- 
ng programs: 


$7.3 million 
$7.0 million 
$2.1 million 
$2.0 million 
$1.5 million 
$1.3 million 


lt Occupational Training 
dical Care Agreement 
sidies for Public Housing 
pital Insurance 

th Resources Fund 

lage Works Projects 


n. W. Darcy McKeough, Ontario Budget 1971 (Toronto: 
partment of Treasury and Economics, 1971), pp. 5-9. Also, 
n. W. Darcy McKeough, Supplementary Papers on 
leral-Provincial Finance, (Toronto: Ministry of Treasury, 
momics and Intergovernmental Affairs, 1972). 


n. W. Darcy McKeough, “The Reconstruction of Eco- 
nic and Fiscal Policy in Canada,” Statement to the Meet- 
of Ministers of Finance, Ottawa, November 1-2, 1971. 


ff Paper, “Federal-Provincial Shared-Cost Programs in 
fario,” Ontario Tax Studies 8 (Toronto: Ministry of Trea- 
y, Economics and Intergovernmental Affairs, November 
2). This article is an excerpt from the introduction to this 
f paper. 


_Sreater detail of finance and negotiations during this 
lod, see W. Eggleston and R. Craft, “Dominion- Provincial 


Intergovernmental liaison and consul- 
tation in a number of programs has been 
unsatisfactory. Indeed, the style of relation- 
ship that has developed frequently suggests 
that the federal government believes it 
alone should initiate change — an attitude 
which tends to negate the fact that these are 
joint programs in primarily provincial 
jurisdiction. 

Often the Province has been faced with 
abrupt federal notices of ceilings to the 
sharing of program costs or termination of 
all or parts of a program. Few agreements 
have any formal provisions for consultation 
and most have no specific date or notice of 
termination. Such imprecision has led to 
numerous cases of unilateral and arbitrary 
federal action in a manner suggesting that 
program design and priorities are primarily 
matters of federal determination. New 
program initiatives are frequently an- 
nounced without meaningful prior consul- 
tation with the Province. Also, the Ontario 
Government has had frequently to accept a 
definition of eligible costs established by 
federal auditors rather than through inter- 
governmental negotiation. In other instances, 
eligible costs and administrative processes 
have been defined by verbal agreement — an 
unsatisfactory situation because, if officials 
change, nothing remains enshrined in formal 
regulations. 


IV—FUTURE TRENDS 

From the present study and recent federal 
proposals’, the direction of shared-cost 
programs for the future seems clear. 
Generally in new and existing schemes, 
there is a federal push to terminate open- 
ended commitments where the level of 
federal financing is determined by provincial 
expenditure, and to attach greater inter- 
provincial equalization to the terms of its 
cost sharing. Grants with such reduced rele- 
vance to actual provincial costs become less 
and less attractive to many provinces. At the 
same time, federal encouragement of 


Subsidies and Grants,” Study of the Royal Commission on 
Dominion-Provincial Relations (Ottawa: King’s Printer, 
1939). 


> Canada, Royal Commission on Dominion-Provincial Rela- 
tions (Ottawa: King’s Printer, 1939). 


6 J.M. Corry, “The Difficulties of Divided Jurisdictions,” 
Appendix 7 of the Royal Commission on Dominion-Provincial 
Relations (Ottawa: King’s Printer, 1939). 


7 Clientele groups tend to have a vested interest in the main- 
tenance and growth of a particular program as it sustains a 
certain administrative system or promotes a particular in- 
terest. Their support tends to shield a program from assess- 
ment in a broader budgetary context. 


8 In making its proposals for the reform of the National Hous- 
ing Act, for the extension of support for sport and recreation, 


clientele support groups tends to build up 
expectations prior to negotiations and to 
circumscribe the freedom a province has in 
determining its own priorities. 

Far from being a temporary involvement 
in areas of provincial jurisdiction by 
provincial consent, conditional grants are 
increasingly regarded by the central govern- 
ment as legitimate extensions of its authority 
and as alternatives to greater tax room and 
unconditional grants. Both conditional 
grants and unilateral expenditures, such as 
those of the Department of Regional 
Economic Expansion®, appear to be the 
federal alternative to the transfer of its 
surplus revenue capacity to the provinces. 

The federal government supports its 
approach with two arguments. First, the 
central government maintains that it 
requires its existing tax capacity for econo- 
mic stabilization purposes. Second, 
provincial governments should be publicly 
accountable by independently raising taxes 
to meet their expenditure responsibilities. 
Hence, Ottawa argues it cannot transfer 
greater tax room to the provinces, but is 
prepared, where necessary, to aid them 
through the mechanism of conditional 
grants. This implies continuing erosion of 
provincial fiscal integrity and a constant 
circumscribing of provincial constitutional 
autonomy, a result which is unacceptable 
within a modern concept of Canadian 
federalism. 

An earlier Ontario paper discussed alter- 
native methods of transferring federal tax 
revenues to the provinces. !° Whether or not 
tax sharing improves, there still will remain 
the complexities of joint programs which 
represent an impediment to _ proper 
budgetary management, at both levels of 
government, in terms of further improving 
the services involved and achieving greater 
cost efficiencies. For political, budgetary and 
administrative reasons, therefore, a reform 
of financing shared-cost programs is 
urgently required. 


and for new cost sharing of health services, the federal gov- 
ernment has made these plans without prior consultation of 
the provinces. In some instances, Ottawa has bypassed the 
province and made a policy commitment directly to the ulti- 
mate consumer of the shared-cost program. This is the case 
with NHA reforms; Ottawa has announced new grants to 
landlords and homeowners for the improvement of their 
property. However, these grants will only be made if the pro- 
vince agrees to share in half of the cost. 


° For a study of how DREE represents an abandonment by 
Ottawa of earlier policies aimed at helping provinces to help 
themselves in economic growth, see A. Careless, Canadian 
Federalism and Policies for Regional Development, (un- 
published D. Phil. thesis, Oxford University, 1972). 

'0 Staff Paper, Intergovernmental Policy Co-ordination and 


Finance (Toronto: Department of Treasury and Economics, 
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I—PURPOSE OF THE STUDY 
Information on the rates of return and effec- 
tive rates of taxation from capital in the pri- 
vate sectors of an economy are prerequi- 
sites for both rational public sector project 
evaluation and for the measurement of the 
degree of equity and distortion resulting 
from the economy’s taxation system. Yet, in 
many countries, accurate knowledge of the 
values of these variables is absent. The prin- 
cipal objective of this study is to overcome 
this dearth of information for Canada. 


II—DETERMINATION OF SOCIAL 

OPPORTUNITY COST 
The evaluation of any public project which 
retards the growth of private investment 
must consider the social opportunity cost of 
this forgone investment as a cost to the pro- 
ject. In the formulation suggested by Har- 
berger! for the evaluation of public capital 
expenditures, the social opportunity cost of 
the funds (expressed as a rate) is used to dis- 
count the net benefits of the project. The dis- 
count rate is defined as a weighted average 
of the rates of return from investment in the 
private sectors which have given up funds to 
finance the public project, plus a weighted 
average of the rates of time preference for 
consumption in the sectors that have forgone 
consumption to release resources for the 
public project. The weight that the rate of 
return or time preference in a sector receives 
is equal to the proportion of the total funds 
obtained from the particular sector. 

In an alternative approach to project eval- 
uation, Feldstein? and Marglin3 allow for 
the social opportunity cost of funds directly 
by deducting the consumption forgone in the 
transfer of funds from private to public use 
from the consumption benefits produced by 
the project. This formulation discounts the 
net consumption benefits produced by the 
project by the social rate of time preference. 

In either of these two approaches, the 
gross rates of return from investment in the 
private sector of the economy must be 
known before the social opportunity cost of 
funds can be evaluated. As is shown by the 
results of this study, the non-neutrality of the 
taxation of income from capital between sec- 
tors is so significant that the use of any one 
rate of return from private investment will 
almost certainly lead to error. 

For the analysis of the rates of return 
from capital, a distinction is drawn between 
the private rate of return received by the 
owners of the capital stock, the income gene- 
rated by the capital which is collected by 


governments through taxation, and the gross 
or social rate of return which is the total of 
the returns to the owner and the govern- 
ments. A further breakdown of the tax pay- 
ments to governments is carried out for the 
corporate income tax, the municipal prop- 
erty tax and sales taxes in order to evaluate 
the effective rates for each of these tax sys- 
tems on the income from capital. In this 
paper the results of this analysis are reported 
annually for the period 1965 to 1969.4 


III—TRANSFORMATION OF 
ACCOUNTING MEASURES INTO 
ECONOMIC VALUES 

Any methodology designed to transform ac- 
counting data into economic values, as the 
case of estimating the economic rates of re- 
turn from capital, will be somewhat specific 
to the way the accounting data exists for the 
country in question. However, the general 
principles involved will be applicable to all 
countries, although the details of procedure 
may differ. The most difficult problems may 
not stem from the particular form of the ac- 
counting data, but from the nature of parti- 
cular sectors. Agriculture, residential hous- 
ing and the resource industries are examples 
where the nature of the activity makes it ex- 
tremely difficult to obtain reliable informa- 
tion, even when the best techniques avail- 
able are used. Therefore, a systematic solu- 
tion of the problem in the case of one country 
will provide useful guidelines that are gen- 
erally applicable. 
Sources 
The primary sources of data used in this 
study are the taxation and financial statistics 
for corporations published by Statistics 
Canada.° These data sets are disaggregated 
at the 2 and 3 digit level of standard indus- 
trial classification (S.I.C.). These sources 
give us a detailed breakdown of the corpora- 
tions’ balance sheets and profit and loss 
statements, but represent fiscal year-end 
values which do not necessarily correspond 
with calendar year-end values. 

A third source of data utilized is the esti- 
mates of fixed capital flows and stocks for 
manufacturing and non-manufacturing in- 
dustries, constructed by the Business Fi- 
nance Division of Statistics Canada for 1926 
to 1969. The values for the manufacturing 
variables and the methodology have been 
published,® and permission was granted to 
use the unpublished data for the non-manu- 
facturing industries in this study. These data 
are classified into the S.I.C. categories by 
establishment and include both corporate 


and non-corporate organizations. Estimat 
for the gross and net capital stocks are q 
rived at by a perpetual inventory proce 
using annual data for gross investment fro 
1870 to 1969: they are recorded in origin 
cost, current replacement, and constant dc 
lar prices. Within each industrial classific 
tion, separate estimates are made of t 
capital flows and stocks for building co 
struction, engineering construction and m 
chinery and equipment.’ 

Additional data sources have been us 
to estimate the current values of capil 
stock, revenues and expenses in the agrici 
tural and residential housing sectors. Thisi 
formation will be discussed later when the 
sectors are analyzed. 


IV—ESTIMATION OF RATES OF | 
RETURN AND TAXATION 
OF CAPITAL | 
The rates of return and taxation of capital | 
manufacturing are estimated using a brea 
down of twenty major industrial divisio’ 
with a further disaggregation of five of the 
into twelve sub-sectors. The non-manufe! 
turing sector is initially divided into fourte’ 
major industrial groups with a further brea 
down of seven of these groups into twer! 
industries. In most cases the disaggregat. 
industries do not constitute the compli 
major industrial division but are the mi 
important sub-sectors for our purposes. 
Starting with the balance sheets and pi: 
fit and loss statements for the corporatioi, 
as presented in the taxation and financ!| 
statistics, we find that the rules of accoui: 
ing and taxation create discrepancies |- 
tween the accounting data and the econon; 
values they would ideally measure. In ti 
study there are seven basic adjustmes 
which we are able to apply to accounting - 
formation to give it economic significan. 
These adjustments are summarized bele, 
followed by the methodology used to imp 
ment them. 
1) The values of fixed assets are usua! 
recorded in the accounts of corpo} 
tions in original cost prices; therefo, 
inflation will lead to an increase in 1? 
nominal income of the firm, while ) 
adjustment would be made to the nor- 
nal value of the capital stock. To c- 
rect this, we have to adjust the va? 
of the capital stock from original ct 
dollars to current replacement dolls 
so that both the nominal value of - 
come and the capital stock reflect '° 
existence of inflation. 


i 
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_ Taxation laws have necessitated the 
_use of arbitrary rules for the evaluation 
of depreciation expenses allowed for 
tax purposes each year. This value 
usually will not accurately measure the 
true economic depreciation of fixed as- 
sets. Therefore, the valuation of the 
fixed capital stock must be made so as 
‘to reflect the true economic depre- 
ciation that has occurred. 


‘In the calculation of rates of return 
from capital in various economic acti- 
vities, it is the return from fixed assets 
and working capital required for the 
operation of the industry which we are 
interested in (not the financial assets of 
non-financial industries which are held 
solely for their yield). Operational as- 
sets are estimated by subtracting the 
financial assets from the total value of 
assets in the industry.’ 


Depreciation expenses allowed for in- 
come tax purposes diverge from the 
true economic depreciation if either the 
rates allowed are incorrect or changes 
occur in the cost of replacing the asset. 
The taxation depreciation expense is 
based on the original cost of the asset. 
If the cost of replacing an asset in- 
creases, the gap between the true value 
of the economic depreciation of the as- 
set and the taxation depreciation al- 
lowed also increases. In order to mea- 
sure the economic return from the capi- 
tal stock of an industry, its profits must 
be corrected to reflect the economic de- 
preciation expense (not the deprecia- 
tion expense calculated for taxation 
purposes). 


Debt charges, taxes, and charitable 
donations paid by the industry, even 
though they represent expenses from 
the equity-holders’ point of view, are 
part of the value of the product pro- 
duced by the capital of the industry; 
therefore, they should not be deducted 
as an expense when calculating the in- 
come generated by the capital stock of 
the industry. 


The financial data in the corporate pro- 
fit and loss statements include income 
from financial assets as part of the 
firm’s income. However, as these as- 
Sets are not included as part of the ca- 
pital stock of the industry, we must not 


include the revenue generated by these 
assets as part of the income of the in- 
dustry’s capital stock. 


6) Inthe Canadian economy, a significant 
part of government revenue is collected 
through excise taxes. Provided that 
material inputs enter into their respec- 
tive products in fixed proportion to out- 
put, we can translate the excise tax on 
output as a tax on the gross value add- 
ed of labour and capital. When differ- 
ent rates of excise tax are present in 
an economy, or if the depreciation rates 
of the capital stock are not all the same, 
the relative social rates of return from 
capital are altered by the existence of 
excise taxes.? 


7) A final adjustment to the revenues of 
the industries is necessitated because 
of changes in the relative prices of their 
capital stocks. These changes in the re- 
lative price represent accrued capital 
gains or losses to the industries which 
are not recorded as income in the fi- 
nancial statistics. 

A capital gain or loss which is un- 
anticipated and not expected to be re- 
peated has a different behavioural 
effect on the industry than if the capi- 
tal gain or loss is expected. For most 
purposes of analysis, these capital 
gains or losses should be included in 
the rates of return only when they be- 
come expected. In this study the rates 
of return are estimated (with a few ex- 
ceptions) both including and excluding 
the accrued capital gains and losses; 
however, in the applications of the 
rates of return, the accrued gains or 
losses are not included. 


Value of Net Stock of Buildings 
and Equipment 
In deriving net current replacement values of 
the capital stock (Adjustment 1), we encoun- 
ter difficulty, since corporate financial and 
taxation data are not based on a comparable 
sample of firms each year. Therefore, be- 
cause of mergers and divisions of corpora- 
tions, it is not possible to calculate values for 
gross investment by comparing the gross 
buildings and equipment and depreciation 
expenses for sequential years. It is now that 
total industry estimates for the stocks of 
buildings and equipment are utilized.!° 

We also assume that the historical timing 
of gross investment in the corporate and to- 


tal industry sector has been approximately 
the same, differing only in scale, and that the 
economic lives of assets are the same in the 
corporate and non-corporate sectors of an in- 
dustry. It follows that the same relationship 
exists between the net stock of buildings and 
equipment in current replacement dollars 
(Ki) to the gross stock of buildings and 
equipment in original cost dollars (K®,) in 
both the corporate (a) and total industrial (7) 
sectors for each time period (t). The value of 
the gross stock of buildings and equipment 
for the corporate sector is given in the taxa- 
tion and financial statistics for each indus- 
try, and is expressed in original cost dollars, 
aK®. Using this information, along with 
the capital stock estimates for the total in- 
dustrial sectors, we are able to calculate the 
values of the net stock of buildings and 
equipment in current replacement prices for 
each industry, each year, as follows: 


ak" =Net stock of buildings and equip- 
ment, corporate sector in cur- 
rent replacement cost dollars in 
the ith industry in time period t. 


. TK’, =Net stock of buildings and equip- 
ment, for total sector in current 
replacement dollars in the ith 
industry in time period t. 


TK =Gross stock of buildings and equip- 
ment of total industrial sector in 
original cost dollars for the ith 
industry in time period t. 


ake! =Gross stock of buildings and equip- 
ment for the corporate sector in 
original cost dollars for the ith 
industry in time period t. 


This procedure corrects the book value of 
the buildings and equipment in the corporate 
sector for changes in the nominal value of 
the assets due to inflation or shifts in rela- 
tive prices, as well as adjusts the gross value 
for the economic depreciation that has taken 
place. In the case of land where no deprecia- 
tion takes place, the book values have to be 
corrected only for the changes in its price. 
Value of Working Capital 
To make Adjustment 2, the financial assets 
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(not held as working capital) are excluded 
from the value of the capital stock, as is the 
yield from these assets from the revenue of 
the industry. In this study the assets that 
constitute the working capital of an industry 
include cash, accounts receivable less ac- 
counts payable, inventories and prepaid ex- 
penses. Except for inventories, these items 
are recorded in the corporate accounts in 
current dollars. In the case of inventories, 
the widespread use in Canada of the proce- 
dure of recording the value of inventories on 
a first-in, first-out basis combined only with 
a moderate rate of inflation, implies that 
their value in the corporate accounts is very 
close to their true current value. Therefore, 
no adjustment of the value of inventories has 
been made. 

Capital Stock of Industry 

When the value of the working capital in an 
industry has been determined, the current 
value of the total capital stock in each indus- 
try is obtained by adding to the working ca- 
pital the current value of the fixed assets. In- 
cluded in the stock of fixed assets are the 
current value of land, the net current re- 
placement value of buildings and equipment 
and net depletable assets. There are some 
kinds of investment expenditure which are 
generally written off in the current period, 
even though they may have a value beyond 
the period of investment. Examples of these 
are: exploration expenditures in the resource 
industries; research and development ex- 
penditures; advertising costs; and the costs 
borne by an industry for the specific training 
of its labour force. 

When historical data for exploration ex- 
penditures are available, the stock of explo- 
ration capital can be evaluated and included 
in the net depletable assets of the resource 
industry. If the income from capital is also 
adjusted for the depletion expenses, the bias 
in the rate of return caused by this depletable 
item is eliminated. The carry-over of adver- 
tising benefits is more difficult to estimate 
because of the different forms such expendi- 
tures can take. When such a carry-over ex- 
ists, a bias may result in the estimate of the 
rates of return when it is not included in the 
value of capital stock for the industry.!! 

Excluding the value of investment in hu- 
man resources in the industry from its stock 
of capital may also cause a discrepancy be- 
tween the measured and true rate of return 
from capital. The sign of this bias will de- 
pend on the rate at which investment in hu- 


man resources in the industry is increas- 
ing.!2 


Economic Depreciation Allowance 

Since depreciation expenses allowed for tax 
purposes diverge from the value of economic 
depreciation, we must make a correction 
(Adjustment 3) in the calculation of profits. 
To find the value of the economic deprecia- 
tion for the corporate part of an industry, we 
again use the information in the estimates of 
the fixed capital flows and stocks prepared 
by Statistics Canada.'3 From this data we 
can obtain values for the economic capital 
consumption allowance in current dollars for 
the total industry (rD*.,)- Using these val- 
ues, we can calculate the economic capital 
consumption allowance for the corporate 
part of an industry in current dollars (aD*,) 
as follows: 


ni 
2) opi = (pei\f%c 
ct ct Kai 
ct 
where: 
abe =Economic capital consumption al- 


lowance in current dollars for 
corporate part of industry i in 
year t. 


tTD® =Economic capital consumption al- 
lowance in current dollars for 
total industry i in year t. 


aK" =Net capital stock for corporate 
sector in current dollars in in- 
dustry 1 for year t. 

7Kt =Net capital stock for total indus- 


try in current dollars in indus- 
try i for year t. 


The adjustment to current profits due to 
the correction of the depreciation expense is 
derived as follows: 


Adjustment Depreciation Economic 
to profits expense capital con- 
due to cor- allowable for sumption al- 
rection of ——] taxation — lowance in 
depreciation purposes current dol- 
expenses lars for the 
corporate 
sector. 


Value Added of Capital Stock 

To determine the total income from capital 
(Adjustment 4), we start with the book value 
of profits adjusted to reflect the value of the 
economic depreciation expense. To this fig- 
ure the income taxes paid, property taxes, 
mining and logging taxes, charitable dona- 
tions, mortgage interest paid, bond interest 


paid and other interest paid are added. A 
included as part of income are the reali 
gains from the sale of fixed assets. Since; 
fits still include the income from finan 
assets, this total will be larger than the f 
income we attribute to the capital stock 
the industry. However, this income fig 
does not include the value of sales taxes y 
duced by the value added of capital. 

For the calculation of the income fr 
capital, we must subtract the income fron 
nancial assets, which are held primarily 
their yield (Adjustment 5). Financial inec 
is defined as the sum of mortgage inte 
received, bond interest received, other in 
est received, realized capital gains on fir 
cial assets, and Canadian and foreign d 
dends received. | 

In Canada, sales and excise taxes — 
levied by both the federal and provincial g 
ernments. The primary sales tax of the { 
eral government is the wholesale tax wt 
is paid on a wide range of manufactv 
goods. Provincial governments tradition) 
have levied sales taxes at the retail le 
From the Input-Output Division of Statis. 
Canada, we were able to obtain the valu’ 
sales for 197 industries for 1961 and the | 
ue of the federal sales tax paid on the s: 
of 644 commodities produced by these 
dustries.'* Using the Statistics Canada’ 
dustry commodity matrix, we were able: 
derive the dollar value of sales tax paid) 
the domestic output of the industry. Siner 
know the value of output for the corpo! 
part of each industry for the years 196% 
1969, we can estimate the amount of s% 
tax paid on corporate output by multiph) 
the total sales tax by the ratio of corpo! 
output to total output in the industry. | 

For years other than 1961, the rati 
sales tax to commodity output is adjuste: 
the tax base and rates are changed. Hi 
ever, there have been few changes in! 
base and rates of this tax. From 1959 to 5 
the general federal sales tax rate was II : 
cent; in 1967 it was raised to its prel 
level of 12 percent. 

The Canadian National Accounts Ss) 
the value of provincial sales tax paid by¢! 
modity and the estimated values of sale‘ 
commodities for the years 1947 to 19. 
In order to find the value of provincial ‘| 
tax paid on the corporate output, the (1 
modity groups are aggregated into indt! 
divisions and the effective rates of | 
taxes on total sales are estimated. By ay! 
ing these rates to the domestically prod ¢ 
output of the corporate sector, we can €' lt 


the total value of sales taxes paid by in- 
ty. The federal and provincial sales taxes 
| on corporate output are added together 
each industry by year. These sales taxes 
esent a tax on both the gross value 
2d of labour and the gross value added of 
tal. On the assumption that material in- 
enter production in fixed proportion to 
jut, the sales tax on output can now be 
slated into a tax on the gross value added 
ibour and capital. The value of sales tax 
luced by the value added of capital is 
rmined as follows: 
ie 
os hae aD* 


= The value of sales tax attributed to 
capital in corporate part of in- 
dustry. 


= Total value of sales tax paid on 
output of corporate part of in- 
dustry. 


= Net value added of capital. 


= Economic depreciation expense of 
corporate part of industry in cur- 
rent prices. 


= Total value added of labour. 


ued Capital Gains and Losses 

easure of accrued capital gains and 
§ arising from changes in the value of 
ixed capital stock can be made by com- 
lg movements in the price index for the 
capital stock of the industry with those 
€ gross national product deflator, as fol- 


Ge = (Pee Par) KE) 


= The value of the capital gains or 
losses in the ith industry during 
year t. 


= The rate of change of the price 
index for the capital stock of indus- 
try i in year t. 


The rate of change of the gross na- 
tional product implicit price index 
in year t. 


aK’, = The net stock of fixed capital in the 
corporate sector of industry i in 
year t-l in current replacement 
prices of year t-l. 


If all price indices do not move at the 
same rate during the business cycle, there 
may be transitory gains or losses which are 
eliminated in another phase of the cycle, 
making it difficult to differentiate changes in 
relative prices from the adjustment of prices 
due to inflation. Taxes will also cause rela- 
tive prices to change. The predominance of 
capital gains from 1963 to 1965 can be attri- 
buted to changes in federal sales tax on pro- 
duction machinery. In January 1963, the tax 
was set at 4 per cent; it rose to 8 per cent in 
April 1964 and to 11 per cent in January 
1965. Similarly, capital losses were exper- 
ienced from 1967 to 1969 with the lowering 
of the tax to 6 per cent in April 1967, and to 
zero in 1968. 

Characteristics associated with certain 
sectors such as mining, mineral fuels, agri- 
culture and residential housing, necessitate 
some modification of the above methodology 
in order to meet the requirements of the 
seven adjustments stated previously. A brief 
description of these modifications follows. '6 
Mining and Mineral Fuel Industries 
The mining and mineral fuel industries are 
unique because a significant portion of the 
value of their capital stocks is created by ex- 
ploration and development expenditures 
which may be written off for tax purposes 
during the period in which the exploration is 
conducted. Therefore, the taxation statistics 
will record a very small value for the stock of 
depletable assets which should equal the 
capitalized value of the exploration and 
development expenditures. Accordingly, the 
historical exploration and development ex- 
penditures were accumulated and depre- 
ciated to obtain the current value of deplet- 
able assets. We also found that after we 
adjusted the value of net depletable assets, 
as recorded in the financial statements of the 
corporations, these two estimates of net de- 
pletable assets at current prices were quite 
close. The latter estimates for the depletable 
assets of mining and mineral fuels were 
used. 

The mineral fuels industry is mainly lo- 
cated in Alberta and is almost entirely con- 
cerned with the development and extraction 
of natural gas and crude oil. The Alberta 
Government has obtained revenue from the 
oil companies through a system of produc- 
tion royalties and mineral right sales. These 


provincial revenues are generally deducted 
from taxable income for federal income tax 
purposes and, therefore, involve a transfer 
of income tax revenue from the federal go- 
vernment to the provincial government. 

Difficulty arises when we try to divide 
these provincial revenues between payments 
made by the mineral fuels and petroleum re- 
fining industries as most companies engage 
in both activities. Also, the data for the re- 
venues from the royalties and mineral rights 
are not classified by industry. Therefore, 
after analyzing each industry separately be- 
fore including the provincial revenues, we 
aggregate the capital stock and income data 
for refineries and mineral fuels and construct 
the private and social rates of return for the 
combined sector. 

Agriculture 

The contribution of agriculture to the na- 
tional economy declined in relative size dur- 
ing the period 1953-1970, even though govern- 
ment continued to provide extensive assist- 
ance. At present, agriculture is completely 
dominated by the non-corporate form of 
organization, with only two per cent of assets 
owned by corporations. In this study we treat 
the entire agricultural sector as being non- 
corporate. 

Most of the information required for es- 
timating the rates of return in agriculture 
have been collected in their current values by 
various statistical agencies in Canada. Cur- 
rent revenue, including income-in-kind and 
operating expenses, is available annually for 
the period 1953 to 1970. Income-in-kind in- 
cludes the food, construction materials and 
imputed house rental that agriculture pro- 
vides for farmers.!’ The values of the capital 
stock, which includes land, buildings, live- 
stock, poultry, implements and machinery, 
are estimated by a semi-annual survey and 
are supplemented by the Census of Agricul- 
ture which is conducted every five years. All 
the capital stock data which are published 
are evaluated at current net replacement 
cost.!8 

Two serious deficiencies in the available 
information have to be corrected before the 
rates of return can be estimated. Estimates 
do not exist for either the total amount of 
direct subsidies to agriculture or the social 
opportunity cost of non-wage labour em- 
ployed in agriculture. The latter creates a 
problem because, after all operating and 
paid-labour costs are deducted from the 
value of gross sales, the residual net income 
is partially produced by the capital of the 
owners, along with the labour of the owners 
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and non-wage family workers. 

To overcome this difficulty, upper and 
lower limits are estimated for the imputed 
income of non-wage labour in agriculture. As 
the number of man years of paid labour per 
year and total annual wages are known, the 
annual income per paid labourer can be de- 
termined. To obtain the upper limit on the 
size of the imputed income to the non-wage 
labourers, it is assumed that they earn an 
annual income equivalent to that of the paid 
workers. As unpaid family workers (includ- 
ing part-time help from family members) 
constitute approximately 30 per cent of the 
total non-wage labour force, this estimate 
represents an over-estimate of the value of 
non-wage labour in agriculture. The low es- 
timate for the value of non-wage labour in 
agriculture is constructed by imputing the 
paid workers’ wages to the employers and 
owners of farms but a zero wage to the un- 
paid family workers. As the supply price of 
unpaid family labour is almost certainly great- 
er than zero, this estimate of the value of 
non-wage labour should represent a lower 
limit for the value of this variable. 

Support programs for agriculture have a 
long history of popularity in Canada. In all, 
there are currently nine different Acts of 
Parliament providing assistance to agricul- 
ture. Each of these is examined for the 
years 1965 to 1969 to determine the form of 
subsidy and to evaluate its direct financial 
benefit to the sector for each year.!9 From 
the total subsidy paid to agriculture each 
year, we can estimate both the private and 
social rates of return from capital for the 
years 1965 to 1969, 

Residential Housing 

To evaluate the private and social rates of 
return from owner-occupied and rental hous- 
ing, we use the estimates of gross imputed 
and gross paid rents made by the National 
Accounts Division of Statistics Canada. We 
are able to obtain from this source an unpub- 
lished breakdown of the housing expenses 
(property taxes, repairs and maintenance, 
insurance) with which we can calculate the 
net income accruing to the stock of residen- 
tial housing. The current values of the stock 
of non-farm houses, along with their annual 
depreciation expense, are obtained from es- 
timates made by Statistics Canada.?0 

It is necessary to obtain a separate series 
on the current value of the stock of owner- 
occupied and rental housing because of dif- 
ferential tax treatment. The current value of 
the total non-farm housing stock is multi- 
plied by the ratio of gross imputed rents from 


owner-occupied housing to the total rents 
(imputed plus paid) from residential hous- 
ing. This provides us with an estimate of the 
current value of the owner-occupied housing 
stock. 

Personal income tax in Canada does not 
cover the income accruing from the equity 
portion of owner-occupied dwellings. Be- 
cause this income is exempt, there is an im- 
plicit subsidy given to the purchase of hous- 
ing services through the ownership of a 
dwelling. This subsidy is equal to the owner’s 
marginal personal income tax rate times 
the amount of equity he has in his house, 
times the rate of return. In this study we 
make the assumption that the ‘typical’ tax- 
payer is in the 25 per cent marginal tax 
bracket, and that the owner’s equity is equal 
to 50 per cent of the value of the non-rental 
housing stock. With these assumptions we 
obtain the rate of the subsidy as a percentage 
of the value of the owner-occupied housing 
stock. 

Because of the way the total stock of non- 
farm housing is divided into rental and 
owner-occupied stocks, we are assuming 
that the private rates of return in the two 
categories are equal. In fact, the gross or 
social rate of return from the rental housing 
stock is larger than the gross return from the 
owner-occupied ‘stock by the amount of the 
implicit subsidy created by exempting the 
services of owner-occupied housing from 
taxable income. 

The final point in the methodology is con- 
cerned with the extension of the analysis to 
the non-corporate part of industry sectors. 
After taking care of agriculture and residen- 
tial housing, we find that very few other sec- 
tors are made up of a significant proportion 
of non-corporate firms, except those in the 
trade and service sectors. 

Non-Corporate Industrial Sector 

Although no revenue or tax data exist for the 
non-corporate industrial sectors, the size of 
their capital stocks and their rates of return 
can be estimated from the corporate finan- 
cial data and the existing estimates of the to- 
tal capital stock for each industrial sector. 
The proportion of an industrial sector that is 
non-corporate can be determined by com- 
paring the values of the gross capital stock at 
original cost dollars for the total industrial 
sector, as estimated by Statistics Canada, 
with this same variable for the corporate part 
of the sector as found in the financial statis- 
tics for the corporations. The value of the net 
capital stock of the total sector is then ad- 
justed to include the working capital in the 


sector, based on the assumption that the 
tio of working capital to total fixed asse: 
the same in the corporate and non-corpo 
segments of an industry. 

After estimating the size of the r 
corporate capital stock, we are left with 
problem of determining the correct rate 
return to attribute to this part of the cay 
stock of each industry. Christensen, in 
analysis of the rates of return from cay 
for the United States, found that the pri 
rate of return in the non-corporate part o 
industry has been approximately equal to 
private rate of return in the corporate pa 
Therefore, the social rate of return from 
non-corporate part of an industry we 
equal the social rate of return in the | 
porate sector minus the rate of corporate 
come tax paid on all assets. The private 
of return in the non-corporate sector is { 
easily determined by deducting the rem 
ing taxes paid from the non-corporate s¢ 
rate of return. | 

| 
V—ESTIMATES OF RATES OF 
RETURN AND TAXATION : 
By applying the methodology develope 
the above section, we make adjustment 
the accounting data. The resulting infor 
tion which is used to estimate the rate 
return and taxation, is presented in Tabl 
through F of the appendix. Table A cont! 
the values for the working capital and f. 
assets of the sectors for the years 196 
1969. The values for the capital stocks a 
net current replacement cost prices whicl’ 
flect the transformations made to the dat 
adjustments | and 2. 

The incomes generated by the ca. : 
stocks which accrue to the private secto). 
presented in Table B. These values re* 
adjustments 3, 4, and 5, except that | 
exclude taxes paid. Private income from! 
stock of capital includes both the int: 
paid on debt and any subsidies receive | 
the industry. 

Accrued capital gains and losses by ? 
tor are estimated following the procedu) 
Equation 4 (Adjustment 7) and are shov 
Table C. These values are also express¢ 
current prices for the year in which the! 
crue. Tables D to F, respectively, contaii! 
values of property taxes, income taxes! 
sales taxes, paid by the income from ca] « 

From this information the private : 
gross or social income, as well as the vat A 
taxes, can be expressed as percentages 0° | 
stock of capital in a sector to derive rati ‘ 
return and taxation. Some of the more! 


= 


i of these rates are presented in Table 
(he private rates of return, excluding and 
ene capital gains and losses, are shown 
solumns | and 2 respectively. Excluding 
ital gains and losses, we find the private 
»s of return in the manufacturing sector 
: aged 6.5 per cent over the five year 
od 1965 to 1969. This is to be compared 
a private rate of return in the non- 
nufacturing sector of 6.3 per cent and the 
ghted average of all activities of 5.8 per 
t. The rather small range of values for the 
vate rates of return contrasts with the val- 
of the social rates of return that include 
taxes (column 7), where the rate of manu- 
‘uring is 15.1 per cent for non-manufac- 
ng 9.4 per cent and the average of all 
vities 9.4 per cent. 
For an estimation of the social opportu- 
' cost of public funds or the social cost of 
yate investment, it is the value of the 
es and subsidies (columns 3 to 5) and the 
ilting social rates of return (column 7) 
t are of primary interest. 
For most governments, the capital market 
he marginal source of revenue for finan- 
Z investment projects, while in periods of 
lgetary surplus, funds are made avail- 
> to the capital market either by slowing 
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eneral, price indices have been constructed for 
2 different categories of assets for each industry 
d estimates made of their length of economic life. 
So price indices for industrial, agricultural and 
idential land were constructed. For a more 
mplete discussion of the methodology used to con- 
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down the rate of government borrowing or 
by diminishing the public debt. In this con- 
text it is appropriate to evaluate the social 
opportunity cost of public funds as the social 
value of these resources, if they were used in 
the private sectors of the economy. When 
governments borrow, they bid financing 
away from the private sectors in different. 
proportions depending on the demand elasti- 
cities with respect to the cost of borrowing 
in the individual investment and consump- 
tion sectors. 

Following the method proposed by Har- 
berger? for evaluating the social opportu- 
nity cost of a given amount of government 
borrowing, we weight the social return from 
investment and the social rate of time pre- 
ference for consumption in each of the non- 
government sectors by the proportion of the 
funds that was bid away from that sector. 
For funds bid away from investment in the 
private sectors, the appropriate social re- 
turns to be weighted are those presented in 
column 7 of Table 1. For Canada the supply 
of resources can also be increased by foreign 
borrowing; the social cost of these funds is 
measured as the real rate of interest paid on 
securities sold abroad. 

An accurate measure of the weights for 


struct price indices and length of life estimates see: 
Jenkins, pp. 6-16; T.K. Rymes, Fixed Capital Flow 
and Stocks Methodology (Statistics Canada, 1967); 
C.M. Jones, “Price Indexes for Non-Residential and 
Engineering Construction”, Canadian Statistical 
Review, XLV, No. I (Statistics Canada, Jan. 1970); 
P.S.K. Murty, “Revised Price Indexes of Construction 
Expenditures for G.N.E. Deflation”, Canadian 
Statistical Review, XLV, No. 11 (Statistics Canada, 
Noy. 1970). 

In the case of financial intermediaries where the 
portfolio of financial assets is necessary to carry 
out their economic function, this adjustment does not 
apply. In this study the rates of return for this 
industry are estimated using two different assump- 
tions about the composition of the capital stock: 
(a) capital defined inclusive of financial assets and 
(b) capital defined as the economic value of the 
equity. 
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Arnold C. Harberger, “The Measurement of Waste”, 
American Economic Review, LIV (May, 1964), 58-76. 
Buildings and equipment in the capital stock esti- 
mates prepared by Statistics Canada, Business 
Finance Division, refer to building construction, 
engineering construction and machinery. 


The direction of bias was evaluated theoretically and 
some empirical testing was conducted by T.R. Stauf- 
fer in Measurement of Corporate Rates of Return (un- 
published Ph.D. dissertation, Harvard University, 

1971). 

When the investment in specific training is not 
capitalized, the measured capital stock of the industry 
is smaller than its true economic value. This tends to 
bias the measured rate of return upward. However, 
the net income of the firm also decreases as the 
investment in this training each year is treated as a 
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each of the rates of return or time pre- 
ferences in the private sectors would re- 
quire information on the reaction of each of 
the private sectors to an increase in govern- 
ment borrowing. Using a somewhat less pre- 
cise weighting scheme, the author in a pre- 
vious study?3 estimated the social opportu- 
nity cost of government borrowing to be ap- 
proximately 9.5 per cent for Canada during 
the period 1965 to 1969. The weighting 
scheme used to give this estimate implied 
that of any increase in government borrow- 
ing 10 per cent was financed by capital in- 
flows from foreign countries, 16 per cent 
was financed by a reduction of residential 
housing construction, 10 per cent came at 
the cost of domestic consumption, and the 
remaining 64 per cent was financed by a re- 
duction of investment in the industrial sec- 
tors. 

This has been one example of the many 
applications that can be conducted with the 
information provided by this study. As pre- 
viously mentioned, any evaluation of the 
equity and efficiency of the taxation of the 
income from capital in Canada will require 
this information as will any method of pro- 
ject evaluation which takes into considera- 
tion the social opportunity cost of funds. 


current expense and not depreciated through time. 
For the calculation of rate of return, these two errors 
in measurement tend to offset each other. 
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agriculture and residential housing, see Jenkins, Pp. 
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Bulletin of Agricultural Statistics, Catalogue No. 
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non-wage labour income, and the estimation of the 
value of subsidies given to agriculture, see Jenkins, 
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Section, Canadian Housing Capital Stock (unpub- 
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LXI, No. 4 (September, 1971). 
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TABLE I 


RATES OF RETURN AND TAXATION FROM CAPITAL IN CANADA BY SECTOR 


Average 1965-1969 


1 2 3 4 5 6 /- 
d Private Rate e Private Rate f Property tax g Income tax h Sales taxes i Gross Rate j Social Ra 
of Return of Return as a percentage as a percentage as a percentage of Return of Return 
Excluding Including of Net Fixed of Net Fixed of Net Fixed Excluding Excluding 
Capital Gains Capital Gains Assets and Assets and Assets and Capital Gains Capital Gai 
Industry and Losses and Losses Working Capital Working Capital Working Capital and Losses and and Losses » 
Sales Taxes cluding Sales. 
ky Foods and Beverages 7.99 eal 719 5.10 15.78 13.88 29.66 
A. Food Industries 6.67 5.87 77 3.49 Al 10.94 11.34 — 
B. Soft Drinks 10.82 9.91 ah! 5.82 5.66 17.25 23.30 
C. Breweries and Wineries M57, 10.88 .68 10.28 74.16 2202 96.68 
2 Tobacco Products 6.96 6.66 37 6.41 119.27 13.73 133.00 — 
Ex Rubber Products Sr15 4.48 Al 3.31 2.54 8.86 141 
ae Leather Products 5.19 491 1.06 2.69 3.54 8.94 12.48 | 
5. Textile Mills 4.81 3.65 St 2.31 1.40 7.62 9.01 | 
6: Knitting Mills 6.21 4.67 84 3.09 5.62 10.14 15.76 
a Clothing Industry 6.57 6.05 88 2.99 4.47 18.44 14.92 
8. Waed tndustey 6.98 5.79 Sl 2.90 14 10.39 10.53 
9, stale 6.62 5.95 1.26 2.75 4.61 10.63 15.23 
10. Pulp and Paper and Allied Ind. 4.65 3.63 56 2.22 21 7.44 7.65 
A. Pulp and Paper Mills 4.56 3.17 2 1.98 a 7.07 (i) 
B. Paper Boxes and Convertors 6.73 5.69 1.07 5.26 1.29 13.06 14.34» 
11. Printing and Publishing 9.49 8.76 216s 5.42 1.02 15.64 16.66 
henner neuen 8,28 7,57 2B 3.39 1.86 12.45 14.31 
B. Publishing 2.36 1.32 a 1.54 21 4.00 4.21 
12? Primary Metals 6.02 4.92 23 2.29 27 8.53 8.79 
13. Rice eabricatine 6.51 6.10 67 3.77 66 10.96 11.62 
14. Machinery Industries 9.10 8.77 45 4.61 1.58 14.17 135 || 
15, Transportation Equip. 7.73 7.25 59 5.39 9.34 13.71 23.04 
A. Aircraft and Parts 4.22 3.89 .40 66 292 5.29 6.20 — 
B. Motor Vehicles 11,45 10.59 70 8.38 15.54 20.54 37.08 i 
C. Miscellaneous Transportation 4.05 3.63 .65 3.80 1.14 8.50 9.65: |) 
16. Electrical Industries 6.37 5.82 .46 3.07 4.30 9.90 14.20 
A. Electrical Industrial Equip. 5.54 4.98 el} 2.77 1.27 9.04 10,32 
B. Other Electrical Products 7.03 6.43 31 3.93 6.13 10.68 16.81 | 
17. Non-Metallic Mineral Products 6.09 5.05 46 2.39 50 8.95 9.44 
18. Petroleum and Coal Refineries 5.84 4.91 1.33 1.35 4.71 8.51 13a 
19. Chemical Industries 6.33 5.39 45 4.26 91 11.03 11.94) 
20. Miscellaneous Manufacturing 6.47 5.93 72 5.10 3.32 12.29 15.61 | 
Ble Total Manufacturing 6.45 5.53 61 3.32 4.77 10.38 15.14 | 
22) Total Construction 6.54 6.24 68 2.61 9.82 9.82 
A. Building Contractors 4.92 4.79 81 2.12 7.84 7.84 
B. Bridge and Highway Construction 6.33 5.98 41 2.76 9.50 9:50) |! 
23. Total Transportation 2.62 59 82 1.06 4.50 4.50 — 
A. Air Transport 3.49 1.81 36 35 4.20 4.20 
B. Water Transport 1,78 -.28 27 58 2.64 2.64 
C. Railways 1.03 -1.00 Gi 90 2.60 2.60 | 
D. Truck Transport 9.08 7.67 3.24 pall 15.03 15.03 
E. Pipelines 6.56 4.28 64 1.92 9.12 9.12 
24. Storage 4.00 4.14 1,33 1.18 6.50 6.50» 
A. Grain Elevators 3.27 3.41 62 1.01 4.89 4.85 
B. Storage and Warehouse 6.05 5.96 3.61 1.96 11.62 11.62 — 
25; Communications 6.94 5.26 84 2.63 48 10.40 10.88 } 
A. Radio and Television 5.71 4.56 50 3.95 10.16 10.16 
B. Telephones 7.00 5.29 97 2.53 53 10.41 10.94 
26. Public Utilities S057, 1.41 91 1.78 61 8.27 8.87 
A. Electrical Power 4.97 69 81 2.00 66 7.78 8.44 
B. Gas Distribution 6.32 2.21 1.00 147 58 8.89 9.47 
ap Wholesale Trade 7.72 7.57 75 3.61 54 12.09 12.63 
28. Retail Trade 7.59 7.33 1.62 3.53 57 12.73 13.30 
29. Total Finance, Insurance, and Real Estate 4.22 4.21 23 39 4.84 4.84 — 
A. Trust Companies 4.81 4.81 04 34 5.19 5.19 
B. Mortgage and Loan Companies 5.16 Bye) 01 20 5.27 5.27 
C. Banking 3.30 3.29 02 41 3.73 = a 
D. Total Deposit Accepting Institutions S77) 3.28 02 36 3.65 3.65 
E. Total Investment Companies 4.89 5.26 04 25 5.17 ay 
a*29_ Total Finance, Insurance, and Real Estate 6.74 6.73 90 1.52 9.16 9.16) 
*A. Trust Companies 6.64 6.67 48 4.05 11.16 11.16 | 
*B. Mortgage and Loan Companies 10.07 10.17 17 2.17 12.41 12.41. 
*C. Banking 8.57 8.31 38 9.02 17.96 17.96 i 
*D. Total Deposit Accepting Institutions 7.51 7.55 29 6.20 14.00 14,00 ] 
*E. Total Investment Companies 6.10 6.10 06 aa 6.48 6.48 | 
30. Total Services 9.88 9.83 1.46 2.24 17 13.58 1375: | 
A. Services to Business and Management 17.42 17.07 1.05 7.34 25.82 25.82 
B. Personal, etc., Services 9.43 9.53 1.46 1.65 19 12.54 12.73 i 
D3. Total Non-Manufacturing 6.25 5.31 595 2.01 13 9.21 9.39 
32. Mining 7.36 na 38 2.42 10.16 10.16 
33: Mineral fuels 4.94 na 42 80 6.18 6.18 { 
A. Mineral fuels and H 
Petroleum Refineries 5.34 n.a 5.05 1.06 2.27 11.45 13.71 { 
34 Agriculture 2.66 5.20 80 -.63 2.83 2.83 
#* 34 Agriculture 4.31 6.85 .80 -.63 4.48 4.48. 
55; Rental Housing 5.33 7.84 2.48 nil 7.86 7.86 
36. Owner Occupied Housing 5.38 7.84 2.48 -.67 7.19 7.19 
Si. Trade (non-corporate) 7.34 7.19 1.13 nil 56 8.47 9.03 ; 
C38. Total All Activities 5.82 na 1.49 1.13 1.00 8.44 9.44 
; 
: —— = 
a The rates of return and taxation in categories *29 and *29A through d(Table B=Table A) x 100 and averaged over the five years 1965-1969. h. (Table F + Table A) x 100 and averaged over the five years 1965: 9 
iil Seana ee suing —_-& (Table B + Table C) +(Table Ay] x 100 and averaged over the five i. (Table B + Table D + Table E) + (Table A)) x 100 and averagec 
to the equity holders. vears 1965-1969. the five years 1965-1969. . 
b {. (Table D+ Table A) x 100 and averaged over the five years 1965-1969. j. (Table B + Table D + Table E + Table F) +(Table A)) * 10 


c 


. The rates for non-manufacturing exclude 29 but include *29 for fin- 


ancial intermediaries. 


g. (Table E+ Table A) x 100 and averaged over the five years 1965-1969. 


The rates of return for the total of all activities excludes catevories 


averaged over the five years 1965-1969. 
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Appendix 


TABLE A 


NET FIXED ASSETS AND WORKING CAPITAL 


Current Cost Prices 
(millions of dollars) 


— 


a 


Industry 1965 1966 1967 1968 1969 
Ii Foods and Beverages 3367.0 3592.4 3758.1 3768.8 4051.5 
A. Food Industries 2610.7 2699.6 2839.2 2806.4 3058.2 
B. Soft Drinks 182.3 190.6 212.2 211.6 230.4 
C. Breweries and Wineries 660.6 761.8 733.8 764.2 883.3 
2: Tobacco Products 295.3 309.9 368.2 369.3 360.5 
3: Rubber Products 430.9 520.0 547.8 590.6 637.3 
4. Leather Products 147.0 178.8 172.6 187.0 223.0 
5: Textile Mills 1227.8 1392.0 1453.2 1498.4 1518.3 
6. Knitting Mills 170.2 167.7 175.0 165.3 197.6 
ke Clothing Industry 360.7 453.2 383.5 395.0 414.9 
8. Wood Industry 1208.2 1316.4 1367.0 1287.1 1436.6 
9. Furniture 182.3 240.7 278.0 302.1 339.1 
10. Pulp and Paper and Allied Ind. 4498.7 4772.1 5224.0 5398.0 5634.5 
A. Pulp and Paper Mills 4117.2 4186.4 4552.5 4679.6 5157.5 
B. Paper Boxes and Convertors 381.3 421.3 467.3 483.8 477.2 
11. Printing and Publishing 739.0 873.6 859.8 840.1 923.7 
A. Commercial Printing 364.5 439.5 433.9 412.2 508.4 
B. Publishing 299.9 343.1 327.5 322.8 238.0 
12. Primary Metals 4915.2 $214.0 $211.3 $205.9 4385.7 
13. Metal Fabricating 1676.0 1961.5 2108.7 2047.7 2267.8 
14, Machinery Industries 1223.0 1531.0 1580.5 1591.7 1866.1 
15. Transportation Equipment 1827.4 2496.8 2635.2 2668.6 3043.6 
A. Aircraft and Parts 355.9 510.8 573.0 $31.7 597.9 
B. Motor Vehicles 1092.1 1224.4 1290.0 1298.7 1996.4 
C. Miscellaneous Transportation 379.1 453.8 415.6 461.9 449.2 
16. Electrical Industries 1349.2 1654.3 1756.1 1861.0 2019.6 
A. Electrical Industrial Equip. 498.5 556.0 624.5 634.2 692.5 
B. Other Electracal Products 850.6 1072.9 1063.8 1139.0 1327.3 
17. Non-Metallic Mineral Products 1216.0 1420.7 1470.6 1451.3 1546.4 
18. Petroleum and Coal Refineries 2858.5 3547.1 2540.2 2772.2 3252.6 
19, Chemical Industries 1973.7 2285.2 2421.0 2530.6 2560.6 
20. Miscellaneous Manufacturing 603.7 689.7 687.9 747.7 860.8 
21s Total Manufacturing 30270.7 34618.1 34999.6 35679.3 37541.1 
oan Total Construction 2499.6 2967.6 3163.0 3378.1 3903.4 
A. Building Contractors 1169.2 1332.0 1390.6 1475.8 1840.9 
B. Highway and Bridge Construction 465.6 478.5 509.7 518.0 579.9 
23: Total Transportation 9732.6 10506.5 11104.9 11992.9 12885.6 
A. Air Transport 313.9 358.1 464.5 628.4 844.2 
B. Water Transport n.a. 1140.0 1190.5 1316.8 1366.8 
C. Railways n.a. 6198.7 6438.8 6752.2 7167.2 
D. Truck Transport 479.2 578.3 569.2 621.1 707.7 
E. Pipelines 1725.1 1857.1 2039.3 2218.8 2486.3 
24. Storage 437.5 412.9 424.5 497.4 457.5 
A. Grain Elevators 301.9 298.4 314.5 389.9 349.7 
B. Storage and Warehouses 124.9 105.3 100.6 101.1 101.7 

25. Communications 3348.2 3821.6 4127.6 4428.5 4966.4 ! 
A. Radio and Television Qa 282.6 306.9 345.8 400.9 
B. Telephones 3054.4 3496.7 3767.8 4031.3 4593.1 
26. Public Utilities 1828.6 2021.7 2227.0 2354.3 2548.1 
A. Electrical Power 920.4 1028.8 1044.5 1062.3 1192.3 
B. Gas Distribution 873.8 1067.9 1133.8 1203.3 1313.1 
27. Whoelsale Trade 4812.9 5483.2 6237.5 6777.2 7177.5 
28. Retail Trade 3675.6 4304.3 4623.7 4909.6 5513.9 
29. Total Finance, Insurance, and Real Estate 72369.8 72048.8 79977.0 90353.6 103454.0 
A. Trust Companies 3532.5 3911.7 4318.4 4934.9 5744.8 
B. Mortgage and Loan Companies 5214.5 5854.4 7530.8 8323.9 9524.5 
C. Banking n.a. 27578.2 30442.8 35027.7 40618.4 
_ D. Total Deposit Accepting Institutions 34001.3 37344.5 42291.9 48285.6 55888.2 
E. Total Investment Companies 14441.7 16926.8 18532.2 21023.9 23854.5 
2429. Total Finance, Insurance, and Real Estate 18167.7 19005.1 2115.8 23431.2 26270.7 
*A. Trust Companies 295.5 346.1 359.5 409.5 435.2 
*B. Mortgage and Loan Companies 503.1 548.5 640.4 698.4 834.6 
*C. Banking na. 1347.6 1476.6 1488.2 1748.2 
*D. Total Deposit Accepting Institutions 2114.3 2242.3 2476.6 2595.3 3017.9 
*E. Total Investment Companies 10939.3 12584.3 13899.6 15853.1 17230.7 
30. Total Services 2719.8 3590.0 3741.5 4092.8 4862.3 
A. Services to Business and Management 225.3 359.2 386.9 408.5 483.0 
B. Personal, etc., Services 2573.6 3333.1 3447.7 3791.4 4501.7 
31. Total Non-Manufacturing 47223.0 52113.2 56765.8 61862.3 68585.7 
a2. Mining 3542.7 3777.7 4185.9 4385.0 5713.0 
33: Mineral fuels 3023.1 3270.1 3921.5 4519.4 $072.5 

A. Mineral fuels and 

Petroleum Refineries 5881.7 6817.2 6461.8 7291.6 8325.1 
34. Agriculture 17217.8 19062.6 20952.6 22452.3 23356.2 
35. Rental Housing 15054.5 16930.6 18276.1 19876.4 22612.5 
36. Owner Occupied Housing 32737.7 36143.5 38658.8 41451.7 46328.0 
37. Trade (Non-Corporate) 2716.3 3132.0 3475.6 3739.8 4061.2 
38. Total All Activities 151786.0 169048.0 181236.1 193966.4 213270.4 


The values for the capital stock of financial intermediaries in the total for category 29 and the sub- 


categories 29A to 29E include all the fixed plus financial assets, while in the categories *29 and *29A 
through *29E the capital stock is taken to be the value of the equity of the corporation adjusted to re- 
flect the current replacement values of the assets. 


TABLE B 
NET PRIVATE INCOME (EXCLUDING CAPITAL GAINS) 
(millions of dollars) 


: Industry 1965 1966 1967 1968 1969 
a sg 

h: Foods aud Beverages 269.1 282.2 268.5 301.5 363.4 

A. Food Industries 180.2 187.3 162.0 175.5 230.0 

B. Soft Drinks 15.5 20.6 27.0 22.3 21.5 

C. Breweries and Wineries 69.5 74.6 81.9 105.1 111.2 

ae Tobacco Products 19.3 7S} 26.5 23.9 25.5 

3; Rubber Products 17.9 26.6 32.7 29.1 35.6 

| 4. Leather Products 4.8 11.0 9.6 11.4 10.9 

5) Textile Mills 63.2 76.7 56.8 66.8 82.3 

6. Knitting Mills 9.0 10.4 11.8 11.3 11.8 

a: Clothing Industry 19.6 23.9 27.4 28.3 32.6 

8. Wood Industry 84.1 60.3 62.7 106.2 150.8 

a Furniture 11.1 19.8 16.8 24.6 15.6 

10. Pulp and Paper and Allied Ind. . 269.2 271.1 175.5 161.8 294.1 

A. Pulp and Paper Mills 242.7 242.5 147.9 137.8 261.8 

B. Paper Boxes and Convertors 26.3 28.5 27.6 31.3 36.4 

11. Printing and Publishing 69.2 80.3 80.4 80.9 91.6 

A. Commercial Printing 25.9 41.0 41.1 33.7 37.3 

B. Publishing Ta 5.3 7.1 7.0 10.0 

12. Primary Metals 373.3 378.4 294.2 334.2 138.7 

13. Metal Fabricating 106.6 135.1 125.5 130.9 158.2 

14. Machinery Industries 102.3 143.3 149.9 138.8 178.6 

15. Transportation Equipment 143.3 115.5 181.1 259.1 292.7 

A. Aircraft and Parts 10.3 15.5 32.7 38.5 17.1 

B. Motor Vehicles 114.7 82.8 139.8 202.6 270.9 

C. Miscellaneous Transportation 18.6 17.2 8.6 18.0 25.1 

16. Electrical Industries 86.9 114.7 105.8 103.7 139.3 

A. Electrical Industrial Equip. 271 36.7 SEI 25.7 45.9 

B. Other Electrical Products 59.7 78.1 74.5 77.8 93.3 

17. Non-Metallic Mineral Products 85.2 94.8 80.0 70.6 100.1 

18. Petroleum and Coal Refineries 151.1 207.0 143.3 182.1 190.2 

19. Chemical Industries 157.3 149.8 127.1 140.7 161.2 

20. Miscellaneous Manufacturing 18.6 37.3 53.8 58.4 70.8 

IAN, Total Manufacturing 2061.3 2261.5 2029.4 2264.3 2544.0 

22. Total Construction 129.6 226.6 234.4 219.9 232.1 

A. Building Contractors 49.5 64.5 75.1 83.8 81.6 

B. Highway and Bridge Construction 19.1 41.1 43.0 31.5 25.7 

23s Total transportation 256.1 290.2 267.6 313.0 348.0 

A. Air Transport 24.5 20.3 9.4 9.8 3.4 

B. Water Transport na. 23.0 29.1 30.2 23.8 

C. Railways n.a. 35.9 -9 24.6 184,3 

D. Truck Transport 37.8 46.7 49.7 59.4 79.0 

E. Pipelines 127.2 126.6 133.1 137.1 147.2 

24. Storage 13.6 16.2 15.7 22.8 21.4 

A. Grain Elevators 7.0 OF 10.2 15.3 13.3 

B. Storage and Warehouses 5.8 6.6 4.8 ee 7.6 

25. Communications 212.7 230.5 305.6 331.5 367.7 

A. Radio and Television 16.6 14.6 17.0 15.8 Pao 

B. Telephones 192.9 213.1 285.9 311.9 334.5 

26. Public Utilities 92.3 115.7 124.2 137.5 143.9 

A. Electrical Power 48.2 44.0 54.7 52.9 61.1 

B. Gas Distribution 58.6 65.2 71.4 78.4 78.4 

27. Wholesale Trade 369.9 430.8 458.7 503.7 592.0 

28. Retail Trade 262.1 306.9 363.9 392.9 429.3 

29. Total Finance, Insurance, and Real Estate 1904.8 2834.0 3295.6 4643.6 5435.7 

A. Trust Companies 129.0 184.2 196.3 260.5 337.1 

B. Mortgage and Loan Companies 258.8 302.3 385.2 449.1 491.4 

C. Banking n.a. 757.3 878.9 1195.3 1688.1 

D. Total Deposit Accepting Institutions 384.2 1243.8 1460.6 1905.0 2516.7 

E. Total Investment Companies 732.6 801.2 901.8 1064.4 1559.9 

a*29. Total Finance, Insurance, and Real Estate 1033.7 1045.3 1250.1 2054.9 2056.9 

*A. Trust Companies 20.6 20.8 23.4 26.3 31.7 

*B. Mortgage and Loan Companies 54.1 63.4 70.7 75.2 51.8 

*C. Banking na. Niez 124.8 147.8 124.1 

*D. Total Deposit Accepting Institutions 68.1 201.3 219.0 249.3 207.5 

*E. Total Investment Companies 648.6 674.0 773.7 897.0 1372.4 

30. Total Services 247.5 336.2 354.4 423.1 541.0 

A. Services to Business and Management 34.8 58.0 58.4 61.0 123.2 

B. Personal, etc., Services 230.6 299.0 316.7 386.3 444.2 

31. Total Non-Manufacturing 2617.5 2998.4 3374.6 4399.3 4732.3 

32. Mining 241.0 277.8 307.7 397.3 356.1 

33. Mineral fuels 144.0 139.9 201.0 212.0 297.9 

A. Mineral fuels and 

Petroleum Refineries 295.0 346.9 344.3 394.1 488.1 

34. Agriculture 594.4 819.5 575.6 453.7 156.6 

baa3q, Agriculture 901.1 1101.7 917.1 834.7 562.0 

35. Rental Housing 806.9 885.4 977.7 1097.1 1232.3 

36. Owner Occupied Housing 1754.7 1890.3 2068.2 2288.1 2524.8 

37. Trade (Non-Corporate) 202.2 236.0 263.2 286.9 326.8 

38. Total All Activities 8728.9 9791.2 10139.0 11779.9 12576.5 


rivate income to capital from financial intermediaries in the categories *29 and *29A through *29B in- 
ludes only income accruing to the equity holders of the companies. 


rivate income to capital from agriculture in category 34 was estimated after assuming that all non-wage 
bour in agriculture received an income Sor their labour equal to that received by the hired workers. In 
uegory **34 it was assumed that only owners and employers in agriculture received a wage equal to that 
f the hired worker, and the labour of family help had a zero social opportunity cost. 


Appendix 


TABLE C 


CAPITAL GAINS AND LOSSES ON BUILDINGS AND EQUIPMENT IN CURRENT PRICES 


(millions of dollars) 


Industry 1965 1966 1967 1968 1969 
| Foods and Beverages TAT 8 -141.9 -82.2 -3.6 
A. Food Industries 54.8 6 -107.8 -62.7 -2.7 
B. Soft Drinks 4.3 0 -9.3 -5.2 -.2 
C. Breweries and Wineries 12.4 | -24.7 -14,.2 -.6 
2: Tobacco Products 3.5) 4 -6.0 4.3 -.1 
a: Rubber Products 7.8 3 -16.3 -12.4 -1.0 
4. Leather Products Dal oy -3.2 -2.5 -.0 
5. Textile Mills 16.5 -9 -58.8 -38.7 -12.8 
6. Knitting Mills 1.3 -1.5 -5.5 -3.1 -2.9 
T. Clothing Industry 1.9 -1.2 -5.5 -3.4 -2.1 
8. Wood Industry 11.5 -12.2 -20.8 -41.6 -16.9 
9 Furniture 1.6 -.5 -3.8 -6.1 -2.0 
10. Pulp and Paper and Allied Ind. 114.7 -33.6 -218.9 -116.2 -33.2 
A. Pulp and Paper Mills 107.0 -31.2 -202.5 -177.2 -31.0 
B. Paper Boxes and Convertors WA -2.3 -16.4 -13.1 -2.1 
11. Printing and Publishing 24.8 9.3 -32.8 -26.8 -10.1 
A. Commercial Printing 1) 39 4.5 -16.0 -12.6 -5.3 
B. Publishing 13.1 4.8 -16.7 -14.1 -4.7 
12. Primary Metals ¥25:5 4.8 -234.9 -164.1 -11.9 
13. Metal Fabricating 34.4 5.9 -66.4 -36.3 11.5 
14. Machinery Industries 24.2 3.6 43.3 -25.3 8.3 
15. Transportation Equipment 44.3 3.0 -93.7 -52.4 Ld 
A. Aircraft and Parts WS) 5) -16.2 -8.7 2.6 
B. Motor Vehicles 29.7 2.1 -65.3 -35.7 12.0 
C. Miscellaneous Transportation 7.1 4 -12.1 -7.9 2S 
16. Electrical Industries 21.1 -.9 -41.7 -32.3 -3.0 
A. Electrical Industrial Equip. dad =3 -14.5 -11.5 -.1 
B. Other Electrical Products 13.4 -.6 -27.2 -20.9 -1.9 
17. Non-Metallic Mineral Products 30.7 -2.4 -61.4 -44.5 -4.4 
18. Petroleum and Coal Refineries TAN 5.7 -99.0 -79.2 -5.9 
19. Chemical Industries 53.8 -5.0 -77.1 -80.0 -21.4 
20. Miscellaneous Manufacturing 8.9 ip -15.3 -12.9 -9 
21. Total Manufacturing 673.2 -43.4 -1247.1 -865.1 -96.1 
22. Total Construction -3.6 -17.5 -18.7 -3.5 -2.7 
A. Building Contractors -1.1 =5 -1.7 hal -9 
B. Highway and Bridge Construction -1.2 -5.8 -1.7 1.0 -.7 
23. Total Transportation -182.2 -298.7 -287.2 ye. -384.0 
A. Air Transport -3.5 -7.3 -10.9 -.3 -23.6 
B. Water Transport n.a. -32.2 -31.8 8 -40.9 
C. Railways n.a. -177.7 -167.0 6.6 -214.1 
D. Truck Transport -2.4 -8.5 -13.9 -3.1 -15.2 
E. Pipelines -40.7 -61.3 -54.7 6.5 -83.1 
24. Storage 12.7 5.8 -10.8 -8.3 2.8 
A. Grain Elevators 78 4.3 -7.3 -6.1 1.9 
B. Storage and Warehouses 4.2 9 -3.3 -2.1 fh 
25. Communications 15.3 -65.4 -134.7 -112.3 -64.7 
A. Radio and Television 2.6 -2.1 -8.8 -7.8 -3.0 
B. Telephones 13.4 -62.1 -125.4 -104.0 -61.4 
26. Public Utilities 10.0 -81.7 -154.1 -173.7 -76.5 
A. Electrical Power 5.1 -42.9 -74.5 -80.6 -36.7 
B. Gas Distribution 4.6 -42.0 -77.6 -87.3 -38.7 
27. Wholesale Trade 17.8 19.6 -37.7 -39.1 -20.1 
28. Retail Trade 125 22.5 -39.5 -39.7 -21.0 
29. Total Finance, Insurance, and Real Estate 25:3 178.9 -273.9 -229.3 27.5 
A. Trust Companies 2.0 1.3 -2.0 -1.6 ye 
B. Mortgage and Loan Companies 5.7 3.5 =5300) =357) 4 
C. Banking na. 8.9 -13.7 -11.3 1.4 
D. Total Deposit Accepting Institutions 2 13.8 -20.8 -16.7 Del 
“ E. Total Investment Companies 14.5 11.0 -16.3 -13.1 gh 
30. Total Services 80.1 62.1 -102.3 -90.7 1.4 
A. Services to Business and Management 1.5 1.0 -4.5 -4.1 -2.8 
B. Personal, etc., Services 89.4 71.3 -105.2 -90.5 12.8 
31. Total Non-Manufacturing 183.2 -174.3 -1059.2 ~-685.7 -537.3 
32. Mining 
335 Mineral fuels 
A. Mineral fuels and 
Petroleum Refineries 
34, Agriculture 484.9 586.5 906.6 ig be 499.5 
BS. Rental Housing 13.5 606.1 405.7 $24.7 847.9 
36. Owner Occupied Housing 29.4 1293.9 858.2 1094.3 L733 
37. Trade (non-corporate) 13 13.4 -24,7 -25.2 -13.1 
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TABLE D 


PROPERTY TAXES PAID IN CURRENT PRICES 
(millions of dollars) 


EEE 
: Industry 1965 
: lL. Foods and Beverages 23.4 
A. Food Industries 18.5 
B. Soft Drinks 1.2 
C. Breweries and Wineries 3.8 
ae Tobacco Products 2.0 
Bh Rubber Products 15) 
4. Leather Products 1.6 
SL Textile Mills 5.6 
6. Knitting Mills 12 
He Clothing Industry 2.5 
8. Wood Industry EPs 
9. Furniture 16S) 
10. Pulp and Paper and Allied Ind. 24.8 
A. Pulp and Paper Mills 21.6 
B. Paper Boxes and Convertors 3.2 
Il. Printing and Publishing 5.2 
A. Commercial Printing 2.9 
B. Publishing 2) 
12. Primary Metals 9.6 
183 Metal Fabricating 10.1 
14. Machinery Industries 5.4 
15. Transportation Equipment 13i5 
A. Aircraft and Parts 1.6 
B. Motor Vehicles 9:9) 
C. Miscellaneous Transportation 2.0 
16. Electrical Industries 6.3 
A. Electrical Industrial Equip. 3.6 
B. Other Electrical Products Ai 
17. Non-Metallic Mineral Products 5.3 
18. Petroleum and Coal Refineries 49.0 
19. Chemical Industries 7.8 
20. Miscellaneous Manufacturing 4.4 
2h, Total Manufacturing 185.9 
Dee Total Construction 15.1 
A. Building Contractors 9.2 
B. Bridge and Highway Construction 1.6 
23. Total Transportation 69.1 
A. Air Transport 1.2 
B. Water Transport n.a. 
C. Railways na. 
D. Truck Transport Teel 
E. Pipelines 14.8 
24. Storage 4.1 
A. Grain Elevators 1.4 
B. Storage and Warehouses 2.7 
25. Communications 30.7 
A. Radio and Television 1.4 
B. Telephones 29.3 
26. Public Utilities 15.9 
A. Electrical Power 7.5 
B. Gas Distribution 8.3 
27. Wholesale Trade 34.4 
28. Retail Trade 50.1 
29. Total Finance, Insurance, and Real Estate 133.4 
A. Trust Companies 1.2 
B. Mortgage and Loan Companies 6 
C. Banking n.a. 
D. Total Deposit Accepting Institutions 1.8 
E. Total Investment Companies 4.7 
30. Total Services 38.0 
A. Services to Business and Management 2.2 
B. Personal, etc., Services 35.0 
SI Total Non-Manufacturing 390.8 
awh Mining 12.9 
ash Mineral fuels 
A. Mineral fuels and 
Petroleum Refineries 366.6 
34. Agriculture 143.0 
35; Rental Housing 353.7 
36. Owner Occupied Housing 769.3 
37. Trade (non-corporate) 27.0 
38. Total All Activities 2200.3 


1966 


1967 1968 
30.3 31.7 
22.6 24.3 
2.3 2.1 
5.4 5.4 
1.0 (ei 
2.3 2.4 
1.9 2.1 
6.8 9.5 
13 1.8 
3.2 3.7 
6.2 7.5 
3.3 5.9 
28.5 34.8 
23.1 28.2 
5.5 6.6 
5.5 71 
3.1 37 
4 6 
10.4 12.8 
14.1 15.0 
6.0 8.8 
14.1 15.7 
2.8 2.6 
7.9 9.7 
3.4 3.3 
7.8 8.8 
4.6 5.0 
3.1 3.9 
7.9 6.6 
22.3 24.3 
10.4 12.0 
4.8 6.1 
188.2 218.1 
19.8 28.1 
11.4 15.7 
2.2 2.2 
83.2 112.1 
19 2.4 
2.5 2.9 
43.0 63.0 
19.2 25.7 
11.5 13.2 
5.0 8.5 
1.6 3.4 
3.4 5.1 
26.4 44.5 
1.6 1.5 
24.8 43.0 
19.6 23.3 
8.2 9.3 
11.2 13.3 
48.1 54.6 
74.9 81.3 
203.0 234.6 
1.8 2.0 
1.0 1.0 
5.9 7.1 
8.7 10.1 
8.4 12.5 
53.4 65.4 
4.2 4.1 
49.2 61.3 
533.4 652.4 
15.5 17.2 
17.3 25.3 
324.1 412.4 
165.4 175.2 
464.2 512.8 
981.9 1069.4 
39.3 43.4 
2689.8 3112.0 
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Appendix 


TABLE E 


INCOME TAXES PAID IN CURRENT PRICES 


(millions of dollars) 


Industry 1965 1966 1967 1968 1969 
i Foods and Beverages 166.9 171.4 176.8 204.2 227.8 
A. Food Industries 96.6 91.1 83.2 100.1 119.2 
B. Soft Drinks 9.8 11.3 13.3 13.3 12.1 
C. Breweries and Wineries 60.4 69.0 77.7 89.4 96.4 
2 Tobacco Products 20.7 17.1 23.9 24.0 23.5 
3; Rubber Products 10.8 14.5 19.2 23.2 24.3 
4. Leather Products 4.2 4.4 3.3 6.1 6.6 
5; Textile Mills 30.7 29.6 19.2 37.7 46.5 
6. Knitting Mills 4.1 3.6 4.5 7.0 8.1 
7. Clothing Industry 8.6 10.6 10.6 15.0 15.3 
8. Wood Industry 23.8 22.4 27.0 54.3 66.9 
Gi Furniture 4.6 7.4 6.3 9.1 OF, 
10. Pulp and Paper and Allied Ind. 124.0 105.1 101.6 107.7 126.1 
A. Pulp and Paper Mills 105.3 84.1 75.9 80.3 100.7 
B. Paper Boxes and Convertors 18.8 29.0 ZouT 26.7 25: 
11. Printing and Publishing 30.5 39.0 56.9 5522) 62.1 
A. Commercial Printing 9.0 14.1 15.5 16.0 19.4 
B. Publishing 2.9 4.2 5.6 5.8 6.5 
12. Primary Metals 152.0 53.9 86.5 1S72 115.3 
13. Metal Fabricating 68.2 75.8 69.9 RMS) 89.0 
14, Machinery Industries 60.7 68.9 65.1 73.0 91.4 
15. Transportation Equipment 131.7 88.1 107.2 159.9 186.6 
A. Aircraft and Parts 2.5 3.3 2.0 5.1 4.4 
B. Motor Vehicles 117.0 72.1 86.7 135.8 162.2 
C. Miscellaneous Transportation 12.0 12.7 18.7 19.0 19.9 
16. Electrical Industries 48.1 64.9 48.2 45.2 54.5 
A. Electrical Industrial Equip. 19.4 25.6 16.5 9.8 8.1 
B. Other Electrical Products 28.7 39.3 32.1 35.4 46.5 
Mie Non-Metallic Mineral Products 33.8 34.1 28.0 34.0 39.1 
18. Petroleum and Coal Refineries 38.3 55.8 28.0 41.3 40.1 
19. Chemical Industries 83.2 93.3 92.8 120.4 112.9 
20. Miscellaneous Manufacturing 28.7 31.6 34.1 40.1 50.2 
20 Total Manufacturing 1073.8 991.4 999.2 1288.1 1396.1 
22. Total Construction 48.5 66.2 94.1 106.9 106.5 
A. Building Contractors 16.8 21.8 3555 38.2 43.5 
B. Bridge and Highway Construction 8.5 8.8 16.2 20.6 17.4 
23. Total Transportation 106.0 137.1 116.6 116.1 117.2 
A. Air Transport 9 2.6 2.5 6 a 
B. Water Transport na. 7.2 9.0 7.6 10.1 
C. Railways n.a. 61.9 41.0 41.9 30.1 
D. Truck Transport 9.0 16.5 17.1 18.2 20.3 
E. Pipelines 35.6 40.6 36.8 37.9 45.7 
24. Storage 4.4 5.8 6.8 4.7 4.3 
A. Grain Elevators 3:7 4.2 4.9 1.8 1.3 
B. Storage and Warehouses a 1.6 2.0 2.9 2.9 
25. Communications 113.4 117.6 90.2 98.7 TUES) 
A. Radio and Television 9.7 10.4 11.7 13.4 19.7 
B. Telephones 103.7 107.2 78.3 85.3 92.3 
26. Public Utilities 31.1 36.9 40.4 43.8 43.0 
A. Electrical Power 19.8 21.6 21.4 20.6 20.9 
B. Gas Distribution 11.3 15.3 19.0 pats) 21.6 
27. Wholesale Trade 168.4 211.8 211.4 248.9 261.0 
28. Retail Trade 131.3 145.2 160.3 178.5 198.0 
29. Total Finance, Insurance, and Real Estate 245.9 265.1 288.0 349.2 $28.2 
A. Trust Companies 13.9 14.8 12.3 14.6 18.6 
B. Mortgage and Loan Companies 16.0 9.2 12.4 12.8 18.6 
C. Banking n.a. 98.4 107.8 120.2 234.1 
D. Total Deposit Accepting Institutions 116.2 122.4 132.4 147.6 271.2 
E. Total Investment Companies 35:2 33.6 39.6 64.7 62.9 
30. Total Services 52.5 73.3 94.9 93.7 117.4 
A. Services to Business and Management 16.7 28.3 27.0 27.6 37.2 
B. Personal, etc., Services 35.8 45.0 67.9 66.1 80.2 
ai Total Non-Manufacturing 901.5 1059.0 1102.7 1240.5 1487.5 
2. Mining 89.9 89.9 91.9 FLIES 144.9 
33. Mineral fuels 11.5 17.5 58.9 39.8 357, 
A. Mineral fuels and 
Petroleum Refineries 49.8 TES) 86.9 81.1 75.8 
34, Agriculture -81.7 -68.4 -159.1 -187.9 -171.8 
35. Rental Housing 
36. Owner Occupied Housing -219.3 -234.9 -259.0 -286.0 -315.0 
37. Trade (non-corporate) nil nil nil nil nil 
38. Total All Activities 1775.5 1854.3 1834.5 2205.9 2577.3 


TABLE F 


TOTAL SALES TAXES PAID ON THE INCOME FROM CAPITAL 
(millions of dollars) 


oo 


Industry 1965 1966 1967 1968 1969 
=e no 

i Foods and Beverages 441.4 486.8 610.8 675.6 731.1 

A. Food Industries 9.3 10.0 12.0 12.4 13.0 

B. Soft Drinks 7.1 8.4 11.0 12.2 13.6 

C. Breweries and Wineries 424.8 468.2 587.7 651.0 704.4 

| 2s Tobacco Products 332.9 375.0 433.7 439.6 453.7 

3. Rubber Products 10.1 12.1 14.9 15.8 16.8 

| 4. Leather Products 43 6.1 6.3 7.4 8.1 

5; Textile Mills 15.9 18.1 19.6 21.9 23.6 

6. Knitting Mills 7.0 8.8 10.1 11.3 12.0 

Th Clothing Industry 13.5 18.3 17.6 19.0 21.2 

8. Wood Industry 1.4 1.6 1.9 1.9 2.3 

9. Furniture 7.9 11.4 12.9 13.8 15.9 

10. Pulp and Paper and Allied Ind. : 8.5 9.1 11.3 11.6 12.9 

A. Pulp and Paper Mills 4.1 4.2 49 5.3 6.0 

B. Paper Boxes and Convertors 4.4 49 6.3 6.2 6.8 

HH. Printing and Publishing 6.5 teu 9.3 9:3 10.7 

A. Commercial Printing 5.9 7.1 8.6 8.6 9.8 

B. Publishing 4 5 6 6 8 

12. Primary Metals 11.9 12.8 13.7 14.9 12.5 

13. Metal Fabricating 10.3 12.2 14.1 14.3 15.8 

14. Machinery Industries 19.4 23.2 26.0 25.7 28.7 

15. Transportation Equipment 148.5 174.5 233.0 289.2 361.7 

A. Aircraft and Parts 2.6 4.2 5.7 6.3 5.4 

B. Motor Vehicles 144.8 165.4 221.4 276.3 349.2 

C. Miscellaneous Transportation 9 4.7 5.9 6.5 7.1 

16. Electrical Industries 51.3 66.5 79.4 85.2 92.1 

A. Electrical Industrial Equip. 5.9 6.8 8.2 8.0 8.9 

B. Other Electrical Products 45.3 59.7 71.1 77.1 83.2 

17. Non-Metallic Mineral Products 5.5 6.6 7.5 7.4 8.2 

418. Petroleum and Coal Refineries 152.6 179.0 115.0 115.6 145.4 

19. Chemical Industries 20.5 22.1 24.5 18.6 20.0 

20. Miscellaneous Manufacturing 19.6 20.0 PRIS) 25.7 30.9 

21, Total Manufacturing 1289.6 1472.6 1685.6 1824.6 2024.2 

22. Total Construction 


A. Building Contractors 

B. Bridge and Highway Construction 
23° Total Transportataon 

A. Air Transport 

B. Water Transport 

C. Railways 

D. Truck Transport 

E. Pipelines 
24. Storage 

A. Grain Elevators 

B. Storage and Warehouses 


25. Communications 9.8 16.4 21.9 26.7 29.3 
A. Radio and Television 
B. Telephones 9.8 16.4 eA) 26.7 29.3 
26. Public Utilities 11.9 9.5 13.9 14.5 18.6 
A. Electrical Power 7.4 4.7 6.9 (eg, 8.1 
B. Gas Distribution 4.5 4.8 7.0 6.8 10.5 
7A Wholesale Trade 16.5 25.2 35.6 42.3 50.9 
28. Retail Trade 12.8 19.3 29.7 34.3 40.8 
29. Total Finance, Insurance, and Real Estate 


A. Trust Companies 

B. Mortgage and Loan Companies 

C. Banking 

D. Total Deposit Accepting Institutions 
E. Total Investment Companies 


30. Total Services 4.4 6.0 6.6 77 9.2 

A. Services to Business and Management 

B. Personal, etc., Services 4.4 6.0 6.6 hell 9.2 
31. Total Non-Manufacturing 55.4 76.4 107.7 125.5 148.8 
32) Mining 
33, Mineral fuels 

aA. Mineral fuels and 
Petroleum Refineries 152.6 179.0 115.0 115.6 145.4 

34, Agriculture 
by Rental Housing 
36. Owner Occupied Housing 
37. Trade (non-corporate) 8.7 13.0 18.3 21.7 26.5 
38. Total All Activities 1353.7 1562.0 1811.6 1971.8 2199.5 


CC EEE Ee 


sales taxes on petroleum do not include the gasoline 
5. 


Selected Economic Indicators 
Leading Indicators 


Average Weekly Hours Worked in Manufacturing, Ontario (Seasonally Adjusted) 


i 
' 


VW! 


New Orders in Manufacturing Industries, Canada (Seasonally Adjusted) 


Building Permits Issued in Ontario, Non Residential Construction (Seasonally Adjusted) 


mor tend Cycle 


Housing Starts in Centres of 10,000 Population and over, Ontario (Seasonally Adjusted at Annual Rates) 


—— Monthly 
—— Quarterly 


1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 
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ding Indicators 


1 mney Supply, Canada (Average of Wednesdays, Seasonally Adjusted) $ a 
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oronto Stock Exchange Industrial Index (1956 = 100, Not Seasonally Adjusted) | - _ Index 
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incidental and Lagging Indicators 


National Product, Canada (Quarterly, Seasonally Adjusted at Annual Rates) 


$ Billion ¥ 
90. > 
Sa 
80 
| 
60 
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Coincidental and Lagging Indicators 


Average Yield of 3-Month Treasury Bills, Canada (Last Wednesday of the Month, Not Seasonally Adjusted) 


Employment, Ontario (Seasonally Adjusted) 


Unemployment Rate, Ontario (Per Cent of Labour Force, Inverted Scale, Seasonally Adjusted) 


——— 


Index of Motor Vehicle Production, Canada (1961 = 100, Seasonally Adjusted) 


1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 197Z 
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The Ontario Economic Review is prepared and 
edited bimonthly in the Economic Analysis 
Branch of the Office of Economic Policy, 
Ministry of Treasury, Economics and 
Intergovernmental Affairs. The review presents 
articles of interest as well as current information 
on economic activity in Ontario. Signed articles 
reflect the opinions of their authors and do not 
necessarily represent the views of the Ministry. 
Subscriptions can be obtained free of charge 
by writing the Editor, Ontario Economic 
Review, Ministry of Treasury, Economics and 
Intergovernmental Affairs, Frost Building, 
Queen’s Park, Toronto, Ontario. 
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Buildings in Ontario 


About the Review 

Featured in the January/February edition of 
the Ontario Economic Review are extracts of 
addresses presented by the Minister of Treasury, 
Economics and Intergovernmental Affairs, the 
Honourable John White, and by the Deputy 
Minister, Mr. H. Ian Macdonald. 

At the symposium sponsored by the 
Canadian Export Association in Toronto in 
February, Mr. Macdonald highlighted some of 
the major challenges facing Canadian exporters 
and explained the en behind the gradual 
shift towards more protectionist trade policies 
in the U.S. and their possible effects on Canada 
and Ontario. 

Mr. White, in his statement to the Meeting 
of the Ministers of Finance in Ottawa in 
January, proposed that the federal government 
substantially reduce personal income tax to 
provide stimulus to private incomes, economic 
expansion and employment. 

This proposal, the Minister claimed, would 
have a very real and psychological anti-infla- 
tionary effect on the economy. The Minister 
further recommended that changes in tax- 
sharing arrangements be determined to allow 
the provinces to move in to take up some of 
the tax room made available by the reduction. 

A third article deals with the preservation of 
historic sites and buildings in Ontario. The 
article, prepared by the Local Planning Policy 
Branch, is based on a report which is being used 
as a basis for legislation. 


Indicator Charts, Pages 9-11 
Fluctuations in aggregate economic activity 
— commonly used to define business cycles | 
do not necessarily correspond with fluctuati 
in the individual activities which make up th 
aggregate. Instead different indicators of 
economic activity may vary with respect to ) 
both their rates of growth and the timing of 
their peaks and troughs: some may grow mo! 
rapidly than others, some change direction » 
sooner. | 
Those activities which tend to assume a | 
direction in advance of the aggregate — beca 
they relate to future rather than present pro 
duction — are referred to as leading indicato 
and are widely used to anticipate the short-1 
future course of the overall economy. The 
charts on pages 9, 10 and 11 in the Ontario 
Economic Review present a number of thesi' 
leading indicators, as well as several which a 
coincidental to or lag behind the aggregate, | 
provide for the reader an opportunity to ma: 
such an evaluation. 
While comparisons of the timing and | 
direction of general changes in the various 
indicators can readily be made, great care m' 
be exercised in making such a comparison 0) 
the amplitude of fluctuations. Of the three 
vertical scales used — ‘A’ (arithmetic) and 
‘LI’ and ‘L2’ (logarithmic scales with one a1 
two cycles respectively over a given vertical | 
distance) — only the logarithmic scales can 1’ 
used to compare relative changes in differen 
indicators. And this applies only when all se? 
being compared are on the same logarithmic 
scale. In such a situation all parallel lines 
represent equal rates of growth, the exact ré 
of growth being determined by the slope of | 
line. 
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NADA’S ECONOMIC GROWTH 


oughout the 1960’s, as well as in the last 
years, Canada’s economic growth has been 
e satisfactory by international standards. 
ween 1960 and 1971, our real gross national 
juct grew at an average rate of 5.4 per cent 
annum and has shown some acceleration 
year. According to recent estimates, the 
» growth in 1972 was about 5.8 per cent in 
terms. This growth performance is above 
OECD average by almost one percentage 
it, and although some other countries such 
apan, France and Italy, have been moving 
id faster than Canada, we have certainly not 
| falling behind. 
Jur foreign trade performance also provides 
on for satisfaction. Canada’s share in world 
rts went up from 4.3 per cent in 1960 to 
per cent in 1970, and in 1972 the value of 
merchandise exports was almost $20 bil- 
_ The structure of trade has been gradually 
ging towards a greater emphasis on sales of 
ufactured end products, whose share in 
ida’s total exports rose to almost 37 per 
in 1971. On the other hand, these manu- 
red exports were disproportionately con- 
rated in automotive products within the 
‘Canada Auto Pact. 


ctural Weaknesses and Deficiencies 

sonomic Growth 

unacceptably high level of unemployment 
become one of Canada’s crucial economic, 
and political problems. Job creation is 
one of the main objectives of federal and 
incial policies, and Canadians will be test- 
he performance of governments against this 
rion. 

he character of our job creation problem is 
unrelated to the second weakness inherent 
ur Canadian economy: the unsatisfactory 
s and growth rates of productivity. While it 
nerally known that productivity levels in 
dian manufacturing, as expressed by value 
d per employee, average about 20 to 30 
ent lower than those in the United States, 
attention has been paid in public debate to 
nodest productivity advances made in Can- 
n the last 10 years. Most of Canada’s aver- 
umnual growth rate of 5.4 per cent in the 
’s — equivalent to 3.1 per cent — has been 
uted to growth of employment, whereas 
average growth rate of “output per person 
loyed” has been only 2.3 per cent. During 
Same period, productivity growth in the 
ed States has been higher, and some conti- 
al European countries and Japan have 
rded a productivity growth of between 4.2 


per cent and 8.7 per cent per year. 

These developments will have serious impli- 
cations for Canada because they will not only 
infringe on our competitiveness, but they will 
also have a negative impact on advances in 
Canadian material standards of living. 


Some Implications for Tariff Policy 

What implications do these internal realities 
have for Canada’s foreign trade policy in gen- 
eral, and its tariff policy in particular? Free 
trade and low tariffs have generally been con- 
sidered as powerful means of enforcing produc- 
tivity at home. Protectionism, on the other 
hand, has historically been used to preserve or 
expand domestic job opportunities. It is clear 
from this situation that we are in a dilemma. If 
we are too protective, our productivity will suf- 
fer. If we move too fast in tariff reductions, our 
productive resources — manpower in particular 
— may be under-employed. 

Not even the powerful economy of the 
United States has been able to escape this 
dilemma, as it has recently been experiencing a 
convulsive tug-of-war between two opposing 
camps, one representing the free traders, the 
other the protectionists. With respect to our 
relations with the United States, we agree with 
the prediction made in the statement by the 
Canadian-American Committee’ in April 1972 
that Canadian and U.S. policies affecting bilat- 
eral trade and investment will be more and 
more argued on the “balance of employment” 
effects. 

Over the last decade, Canada had the highest 
labour force growth rates among all indus- 
trialized countries, and this characteristic is 
expected to continue throughout the 1970's. 
The formidable challenge of providing employ- 
ment for a rapidly growing population hangs 
over the whole process of policy formulation in 
Canada. No program aimed at abolishing tariffs 
or creating freer trade will be socially and poli- 
tically appealing in this country if it invokes the 
danger of aggravating our employment situa- 
tion. The solution has to be found in a prag- 
matic approach to tariff negotiations, where 
benefits to the Canadian economy are weighted 
against possible sacrifices. 


CHANGING ATTITUDES TOWARDS 
THE UNITED STATES 


If we ask ourselves what changes occurred in 
Canadian attitudes towards the United States in 
the late sixties and early seventies, it seems 
clear that more and more Canadians have be- 
come seriously concerned about the growing 
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American ownership and control of Canadian 
industries. That concern has found various 
forms of expression and has finally influenced, 
in varying degrees, the programs of all major 
political parties. 

In a 1972 address, “Canada-U.S. Relations: 
Options for the Future’, the Secretary of State 
for External Affairs, the Honourable Mitchell 
Sharp, suggested there are three options avail- 
able: 


1) Canada can seek to maintain more or less its 
present relationship with the United States 
with a minimum of policy adjustments; 


2) Canada can move deliberately towards closer 
integration with the United States; 


3) Canada can pursue a comprehensive long- 
term strategy to develop and to strengthen 
the Canadian economy and other aspects of 
its national life and in the process to reduce 
the present Canadian vulnerability. 


The third option has been recognized as the 
one best serving the interests of Canada. The 
views expressed in Mr. Sharp’s report are com- 
patible with Ontario’s position on foreign in- 
vestment which has been described as moderate 
economic nationalism. The essence of this posi- 
tion lies in its emphasis on positive measures to 
strengthen Canadian entrepreneurship, owner- 
ship and control, and less on restrictive regu- 
lations. 


The Cost of Sovereignty 

There is, of course, a price on sovereignty. Mr. 
George Ball, the former U.S. Under-Secretary 
of State, even suggested an explicit price tag. 
Speaking to a National Industrial Conference 
Board meeting in New York on January 18, 
1973, he said that the 20 to 25 per cent differ- 
ence in GNP per capita between Canada and the 
United States is the price Canadians are paying 
for sovereignty. “Of course’, he added, “‘the 
decision is theirs”’. 

The concept of a customs or economic 
union with the United States seems to be a 
rather distant possibility. This does not, of 
course, preclude the probability of some sec- 
toral free trade agreements, especially in areas 
where the danger of production losses to 
Canada would not be excessive. For Canada, 
trade expansion with the United States is a vital 
necessity. We need access to the U.S. market 
for our raw and fabricated materials and, even 
more so, for our manufactured products. At the 
same time, however, it should be remembered 
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that we are the world’s largest buyer of Ameri- 
can goods. In fact, Canada is much more vulner- 
able to an unfavourable climate in international 
trade since exports constitute a much larger 
share of our GNP than in the United States. We 
are, therefore, very sensitive to any tendencies 
in the United States towards protectionism. 


Protectionism 
Today, there are valid reasons for concern, as 
there have been since 1967, when the first pro- 
tectionist tendencies began to appear in the 
United States. This was the time when a change 
was occurring in the competitiveness of U.S. 
goods in world trade and the first deficits began 
to appear. Problems started to affect U.S. in- 
dustries producing textiles, shoes, glass and cer- 
amics, pianos, and other goods, and ad hoc 
solutions were found in import restrictions. In 
the last three to four years, several hundred 
bills were presented in the U.S. Congress to 
increase protection from imports; as a result, 
the formerly hospitable trade climate in the 
United States cooled off considerably. In 1971. 
the Hartke-Burke Bill was presented, incor- 
porating the totality of protectionism in trade 
and foreign investment. Most observers of the 
U.S. do not give this Bill a chance of being 
passed, yet they expect that a substantial num- 
ber of its component parts may reach U.S. legis- 
lation in a dispersed way through other bills. 
The strength of the protectionist camp is 
being assessed by U.S. experts in the following 
way: labour is behind the Hartke-Burke Bill. 
The U.S. steel industry has been protectionist 
since the early 1960’s ; more recently, the tradi- 
tionally free trade-oriented American farmers 
have become resentful of the common agricul- 
tural policy of the European Community. If 
they were to join organized labour, the pros- 
pects for a continued liberal trade policy would 
be rather dim. 


The EEC and Japan 

The feeling is also spreading in U.S. public 
opinion that the European Common Market has 
now gone beyond the goals originally supported 
by the United States, and that the enlargement 
of the EEC works against the interests of the 
United States. If one adds the feeling in the 
United States that Japan has not reciprocated 
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ment for Canadian-American Relations (Montreal: 
Private Planning Association of Canada, 1972). 


adequately in liberalizing its imports and invest- 
ments from abroad, one can see a rather for- 
bidding climate in which U.S. trade moves may 
be made in the immediate future. The diffi- 
culties which the U.S. economy is experiencing 
in foreign trade and in external financial rela- 
tions find synthetic expression in the U.S. 
balance of payments and its balance of trade. 
There is no need here to recall the whole sce- 
nario of the recent devaluation of the U.S. dol- 
lar. The important thing for Canadians is to 
demonstrate effectively that there is no reason 
for the United States to retaliate in trade 
against Canada. 


CANADA’S TRADE AND PAYMENTS 
BALANCE WITH THE UNITED STATES 


It was only in 1968 that, for the first time in 
our history, we recorded a trade surplus with 
the United States — about a quarter of a billion 
dollars. In the last three years, our annual sur- 
pluses in merchandise trade with the United 
States were at a level of approximately one bil- 
lion dollars. However, the invisibles account has 
been recording an ever deepening deficit for 
Canada. Last year, our imbalance on. services 
with the United States amounted to as much as 
$1.5 billion. As a result, our current account 
deficit with the United States over the last five 
years recorded a total of $2.7 billion. 

Can the U.S. Government have any basis 
whatsoever for insisting on curbing our surplus 
on merchandise trade while ignoring the fact 


that, due to high remittances from Canad 
royalties, interest and dividends, the Ur 
States has been running uninterrupted surp] 
on total (visible plus invisible) bilateral trad 

There does not appear to be any such | 
and most likely the more thoughtful elem 
in the U.S. Administration also realize this, 
most encouraging that Mr. George Schulz, 
US. Secretary of the Treasury, did not sj 
out Canada for possible U.S. retaliatory t 
measures in the recent dollar crisis, wher 
spoke about adjustments expected to ben 
by U.S. trading partners as a contributio 
solving the crisis. | 

Let us hope that reason and goodwill) 
prevail in the U.S. Government, and _ 
serious confrontation with Canada on the t 
issue can be avoided. Canadian merchandise 
pluses with the United States should be re 
nized as a natural and inescapable featur 
our unique economic relations, character 
by high Canadian transfers to the United S? 
of funds representing the servicing of ou 
debtedness. 

It is to be hoped that the U.S. Admin} 
tion will find understanding for such a € 
dian position, for the long-term interests 0! 
United States and Canada are not only « 
patible but also convergent. It is in the int 
of both countries to preserve and streng 
prosperity on the whole North American c} 
nent, as our interests vis-a-vis the rest of 
world make us undoubted allies. | 


Canada’s Current Account Balances with the United States, 1968-72 


(millions of $ Canadian) 


Balance on Balance 

Merchandise on 
Year Trade Services 
1968 + 249 —1,041 
1969 1m SS) =321 
1970 +1,041 —1,306 
1971 TII26 —1,386 
1972 LOS —1,499 
Total 5 years +3,804 —6,553 


Source: Statistics Canada 


The address was presented by the Hon. Mitchell 
Sharp at the Annual Meeting of the Certified 
General Accountants’ Association, in Toronto, Oct. 
US eh O72: 
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ressing the Finance Ministers’ Meeting in 
wa on January 18, Mr. White emphasized 
items of “paramount importance” facing 
Canadian economy — the immediate need 
bold programs to reduce unemployment, re- 
ree economic expansion and contain infla- 
, and the urgent need for redistribution of 
resources to the provinces in order to avoid 
rwise inevitable tax increases and cuts in 
ntial public services. 

hese priority objectives, the Treasurer 
itained, could be met by a single fiscal re- 
1 on the part of the federal government — a 
yr reduction in personal income tax. The 
ernment of Ontario urged a $1 billion tax 
to provide immediate stimulus to private 
mes, economic expansion and employment, 
also to open up essential tax room for the 
inces over the longer run. 

he following extract is based on Ontario’s 
osals as presented by the Minister in his 
ment. 
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economic record of the past year has been 
unsatisfactory. After four years of federal 
npts to stabilize the economy, we are 
e off than before, with unemployment 
iging 6.3 per cent in 1972 and the rate of 
inflation reaching 4.8 per cent. In the 
th quarter of 1972, the seasonally adjusted 
of unemployment reached 6.7 per cent. 
economy has suffered permanent losses in 
and incomes, and the goal of full employ- 
tis as distant as ever. 

1 1969 the federal government imple- 
led deflationary monetary and fiscal poli- 
to stem the rising tide of inflation. Then, 
Jonsumer Price Index had risen by 4.5 per 
over 1968, continuing a rising trend from 
) when a gain of 3.7 per cent was recorded. 
tate of unemployment averaged 4.7 per 
in 1969, which is not a low level in terms 
he economy’s potential. The impact of 
ictive policies was immediate and dramatic. 
J70, the rate of price inflation declined to 
er cent, but the rate of unemployment rose 
) per cent. These trends continued in 1971, 
unemployment rose to a ten-year high of 
er cent. Thus, for almost three years run- 
we have been experiencing levels of unem- 
ment in excess of 6.0 per cent. This situa- 
must not be allowed to continue. 

he Economic Council of Canada has tabled 
um-term goals of 6.0 per cent real growth, 
per cent unemployment by 1975 and an 


average rate of inflation of 3.0 per cent over the 
1972-75 period.’ These goals are a compromise 
between what is attainable and the unsatisfac- 
tory record of recent years; besides, we are 
moving away from these goals instead of to- 
wards them. The goals are to be applauded, but 
the economy needs immediate and significant 
relief if they are to be attained. Ontario believes 
that full employment can be regained before 
1975 if the federal government uses the maxi- 
mum fiscal leverage at its disposal. 


The Federal Performance 

During the past four years Ontario has carefully 
monitored the progress of the economy and 
examined the economic and fiscal policies of 
the government sector in Canada. We have 
found much lacking in the conduct of federal 
fiscal policy.7 The record shows that the actual 
fiscal impact of federal policy has been much 
less than we have been led to believe in succes- 
sive budget statements. An examination of the 
course of federal fiscal policy since 1970 reveals 
a poorly planned and unco-ordinated variety of 
measures that have almost totally failed in 
reaching their objectives. 


Federal Policy since 1970 

The March, 1970 Budget correctly predicted a 
deceleration in the rate of growth in output as 
well as some increase in unemployment. The 
result was that the rate of unemployment rose 
rapidly during the year, averaging well over 6.0 
per cent in the second half of that year. Cash 
requirements in the March Budget were a 
modest $525 million. This figure was revised 
upwards in the December, 1970 Budget to $1.6 
billion as plans for additional spending were 
introduced in response to the deteriorating 
situation. The December, 1970 Budget message 
stated: 


“Of prime importance is the fact that 
employment is rising in Canada and unem- 
ployment on a seasonally adjusted basis 
appears to be falling.’’* 


Tax cuts were ruled out as a policy measure 
because: 


“A reduction in taxes would be stimu- 
lating, that is not to be doubted. But the 
positive programs which I have described will 


not only be stimulating but will penetrate 
more surely to the particular points of the 
economy where stimulus and relief of eco- 
nomic hardships are most required.’”* 


The fiscal impact of the 1970-71 financial 
program fell far short of intentions. Actual cash 
requirements were below expectations, reaching 
$1 billion as compared with the forecast $1.6 
billion. The shortfall was considerably greater 
than indicated as revenues fell by more than 
$400 million below forecast because of greater 
than anticipated weakness in the economy. 
Thus, a combination of delays in recognizing 
the urgency of the problem and of carrying out 
policy, once determined, rendered fiscal policy 
virtually impotent in 1970-71. 

The same situation arose in fiscal 1971-72. 
The June, 1971 federal Budget again took an 
optimistic view of the unemployment situation: 


“Unemployment is now well below its 
peak of last fall and the trend will continue 
downwards.””® 


This optimism dissipated rapidly, with the 
stronger upsurge in unemployment in the last 
five months of the year, and the June Budget 
forecast of total cash requirements of $2.4 bil- 
lion was raised to $2.6 billion in October. The 
final cash requirements and fiscal impact figure 
for the year was, however, about $1 billion 
lower, even though the June Budget belatedly 
eliminated the 3 per cent personal and cor- 
porate income tax surcharges. 

In the 1971 Ontario Budget two months 
earlier, we had recommended the elimination of 
these surtaxes. Further, we urged additional tax 
cuts: 


“We believe that immediate and _ signi- 
ficant tax cuts are required in two main 
areas: 


« first, personal income taxes should be 
cut in order to bolster consumer pur- 
chasing power; 


¢ second, corporate taxation should be 
reduced in order to restore business con- 
fidence and stimulate investment and 
economic growth.”°® 
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It was not until the October 14 emergency 
measures were introduced that the federal gov- 
ernment introduced temporary personal and 
corporate income tax cuts (three per’cent and 
seven per cent respectively). The personal in- 
come tax cut was immediately matched by 
Ontario. The Province had already moved on 
the corporate side with a five per cent cor- 
porate investment tax credit in its April, 1971 
Budget. 

As previously mentioned, with actual cash 
requirements once again well below expecta- 
tions, federal fiscal policy in 1971-72 was far 
less stimulating than desired. The situation in 
fiscal 1972-73 is little better. In our own 1972 
Budget, in March, we said: 


“It is not axiomatic that the only way 
out of the unemployment problem is through 
inflated public spending.’’’ 


Yet, in terms of measures directed to the 
short-term stimulation of the economy, the 
emphasis on increases in spending was con- 
tinued in the May 8 Budget. The federal Budget 
message exuded confidence: 


“Summing up, the Canadian economy 
is expanding firmly and steadily. . .the mood 
of the economy is one of growing confi- 
dence. . confidence is contagious and I be- 
lieve it is spreading.”® 


And, on unemployment: 


“I expect that unemployment will fall on 
the average in the course of this year. . .We 
do not expect that food prices will rise as 
fast this year as last. . .””? 


Following this Budget, the unemployment 
rate climbed steeply, and it has averaged 6.3 per 
cent for 1972. Thus, in 1972 we experienced 
intolerably high levels of unemployment for the 
third straight year. The Consumer Price Index 
recorded a gain in 1972 greater than that of 
1969 when the battle began, and food prices 
recorded the largest increase. 

We are led to understand that cash require- 
ments for the current fiscal year will be about 
$2 billion. On the basis of past performance, we 
would be inclined to disregard this forecast and 
anticipate a lower figure, not greater than that 
for 1971-72. Excluding U.I.C. transfers, cash 
requirements so far have amounted to less than 
$400 million. In addition, the greater elasticity 
of the new tax system is generating extremely 


Federal and Ontario Cash Requirements, 1969/70-1973/74 


69/70 70/71 TP 12) ia 73/7 
Federal cash requirements* 
($ billion) —0.2 | es 1.7 E 
— per cent of gross 
budgetary revenue 1.5% 9.2% 10.9% 10.8% 5 
Ontario cash requirements 
| ($ billion) O2 1.0 1.0 ! 
\— per cent of gross 
budgetary revenue 5.4% 10.9% 18.8% 16.3% 17 


* Excluding foreign exchange requirements. 
** Estimated, Ontario Treasury. 


Source: Department of Finance, Economic Review 
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strong revenue flows. Therefore, apart from the 
unplanned and enormous U.L.C. drain -- which 
is admittedly stimulating spending — federal fis- 
cal policy plans appear to have fallen flat again 
this year. 


Ontario’s Performance 

Since 1970-71, our cash requirements relative 
to total revenues have far exceeded those of the 
federal government. But, having maintained an 
expansionary policy stance for the past three 
years, the Ontario Government now finds it 
imperative for reasons of budgetary control and 
future fiscal policy flexibility to reduce the 
level of its overall cash deficit. In the upcoming 
year, notwithstanding severe expenditure 
restraint, Our total cash requirements in the 
absence of tax increases will be around $1 bil- 
lion for the third consecutive year. We simply 
cannot afford stabilization costs of this magni- 
tude. Yet, in 1973-74, Ontario’s fiscal effort is 
projected to exceed by far that of Ottawa if no 
significant federal initiatives are taken. 


The Outlook for 1973-74 
For the 1973-74 fiscal year, federal cash re- 
quirements are currently forecast to be sub- 


stantially reduced. This is unwise, and it 9) 
to indicate that the federal battle to create! 
is over, whereas the record of the past 1 
years shows that it has hardly begun. On’ 
urges the federal government to move | 
courage and conviction in designing its | 
plan for 1973-74, and to learn from past € 
rience. The economy needs a substantial) 
sonal income tax cut to take up the slac: 
return, the Government of Ontario pledg! 
co-operation in any short-term anti-inflatic 
measures that might be required. In making 
pledge, the Province recognizes the fe! 
government’s continuing concern with i] 
tion. 

In planning an appropriate fiscal H| 
stance for 1973, the federal government 
consider the fiscal drag associated with the 
tax system and the provincial-municipal’ 
position. As our previous treasurer corr 
anticipated during the debate on tax ref 
there is mounting evidence that the new: 
system is considerably more elastic than 
old. Preliminary estimates of the 1972 fe: 
personal income tax assessed indicate at 
crease of 27 per cent over the comparable? 
eral government personal income tax in 1’ 
The increase in the whole of 1971 over 7 
was 15 per cent. The greater elasticity of? 
eral revenues under this new system has) 


sly neutralized the fiscal stimulation in- 
led in the last federal Budget. It is highly 
ortant that this revenue drag be offset by 
‘opriate initiatives in the fiscal policy field, 
| as the suggested cut in personal income 


yr Tax Cut Recommended 
January 4, the Government of Canada, in 
Speech from the Throne, assigned the high- 
priority to reducing unemployment, con- 
ng inflation and _ strengthening the 
womy.'® The major specific measures to be 
sttaken are, in fact, a continuation of exist- 
yrograms: for example, increased funding of 
Local Initiatives Program, on-the-job train- 
and the seasonal capital works project. 
e initiatives represent a continuation of 
ral attempts to spend the economy out of 
crisis. Expenditure programs such as the 
nt Winter Works Program have a major dis- 
ntage in that they involve a rather long 
inistrative lag and thus are likely to be 
> ineffective in the short run. 
he Ontario Government maintains that a 
tantial federal personal income tax cut 
ld have a beneficial impact on the 
omy. This initiative would stimulate 
th in spending, jobs and incomes, while at 
same time having a very real and psycho- 
al anti-inflationary effect on the economy. 
long overdue. 
he Province urges the federal government 
troduce an immediate reduction of $1 bil- 
in its personal income tax. Further, we 
mmend that this tax cut be permanent, and 
a change in tax-sharing arrangements be 
ed out to allow the provinces to move in 
ke up some of the tax room made available 
le reduction. 
ntario’s prime concern is to see a robust 
omy. We earnestly believe the federal gov- 
ent can well afford to take this initiative 
imulate the private sector. Our estimates 
ate that over one-half of the $1 billion tax 
would be recouped in fiscal 1973-74 
igh its expansionary effect on incomes and 
That is, revenues will be higher and ULC. 
fit payments lower. After two years, the 
will be more than completely recovered. A 
ar experience was found in the United 
Sin 1962 after a U.S. income tax cut. In 
if Canada can get down to 4.0 per cent 
iployment, the federal government could 
a substantial part of the cost of the tax cut 
luced advances to the U.L.C. alone. 
Mario is not asking the federal government 
crifice its own programs or priorities. We 


are simply asking the central authority to relin- 
quish the unintended revenue gains from tax 
reform. This abatement in taxes will not impair 
the ability of the federal government to fulfil 
its role in stabilizing the economy. Rather, it 
will put the provinces on a sounder financial 
footing and allow them to complement federal 
stabilization actions in the future. 


REFORM OF TAX SHARING 

In calling for a significant income tax cut by 
the federal government, Ontario has kept in 
mind the crucial links between tax reform, tax 
sharing, and fiscal policy co-ordination.!1 A 
tax cut at this time would be stimulating, non- 
inflationary and self-financing. It would also 
establish the basis for fundamental reforms in 
our system of federal-provincial finance. Speci- 
fically, a tax cut would: 


¢ make available immediate tax room for the 
provinces and reserve additional room to take 
up when the economy has recovered; 


+ arrest the growth of the public sector by 
containing tax levels; 


¢ help to restore greater uniformity in income 
tax levels within Canada. 


Fiscal Imbalance 

The basic problem facing our federal system 
today is that the federal government is over- 
financed while the provinces and municipalities 
are underfinanced. This imbalance was docu- 
mented in the Tax Structure Committee Report 
of 1966 and has been confirmed in subsequent 
updatings and by other studies. 

The evidence proves that the federal govern- 
ment’s revenues have consistently exceeded its 
own-account expenditures. Data for recent 
fiscal years indicate that the federal government 
would have been in an even stronger financial 
position had the economy not performed signif- 
icantly below potential, necessitating large pay- 
outs in respect to unemployment insurance. 
Our analysis of federal budgetary trends con- 
firms that even with low economic performance, 
federal revenues will grow at least five per cent 
faster than expenditures in the years ahead. 

In contrast, the expenditures of the proy- 
inces and municipalities have long exceeded 
their revenues, leaving them in a state of 
chronic deficit in spite of regular tax increases. 
The provincial-municipal sector is already 
underfinanced by more than three billion dol- 
lars in 1972-73. Without additional tax sharing 
this position will continue to deteriorate, since 


expenditure growth continues 
normal growth in revenues. 

Income tax reform has served to reinforce 
the surplus revenue potential of the federal gov- 
ernment. The revenue gains resulting from the 
higher elasticity of the new income tax system 
are already evident from the revenue flows 
during 1972.12 As Ontario showed in the 
papers it tabled at the Jasper Conference of 
Finance Ministers, these revenue gains accrue 
almost entirely to the federal government. Con- 
sequently, the provinces have been presented 
with a de facto loss in tax sharing.’ 

The federal government’s five-year revenue 
guarantee in effect acknowledges this loss in tax 
sharing, but to date no steps have been taken to 
counter the long run deterioration of the prov- 
incial position. At a more general level, the 
inadequacy of the Canadian revenue sharing 
system — and its deterioration under tax reform 
— is demonstrated by eight provinces having 
been forced to levy personal income taxes in 
excess of the 30.5 per cent “recognized” for 
sharing purposes by the federal government. 

The surplus taxing power accumulating in 
the hands of the federal government has 
enabled it to exert financial leverage on the 
provinces by initiating new shared-cost pro- 
grams, many of which are not in accord with 
provincial priorities. At the same time that 
Ottawa has been enjoying large fiscal dividends, 
provincial and municipal revenues have not 
grown fast enough to finance existing programs, 
let alone to meet emerging priorities such as 
urban transportation and environment improve- 
ment. Indeed, the situation is so serious that 
Ontario has been forced to make massive 
expenditure cutbacks and to defer additional 
financial aid to our local governments. The cur- 
rent imbalance is most graphically displayed by 
the fact that the Ontario Government faces a 
$1.1 billion cash deficit in 1973-74, even after 
severe expenditure restraint. This exceeds the 
potential deficit which the federal government 
faces for Canada as a whole. 


to outstrip 


Consequences of Fiscal Imbalance 
Barring a significant transfer of tax resources 
from Ottawa to the provinces, Ontario will be 
forced to raise its own taxes, merely to finance 
the essential public services for which it is 
responsible. But it is clear that such unilateral 
provincial tax increases are not the answer to 
the problems confronting us. The consequences 
of such an approach would be ominous. 

Firstly, this would entail higher income tax 
burdens for our citizens, and we believe that 
tax levels are already very high. Moreover, since 
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many provincial levies have a regressive inci- 
dence, increased provincial taxation would tend 
to negate the equity objective of federal and 
provincial tax reform programs. Ontario’s suc- 
cessful effort to resist income tax increases has 
been an important anchor against the tide of 
ever increasing total tax burdens. 

Secondly, federally induced provincial tax 
increases, combined with continued federal pro- 
gram invention, would lead inexorably to an 
expansion of the public sector. One adverse 
consequence of this would be increased infla- 
tionary pressures. Ontario has consistently 
taken the position that the total government 
sector is already large enough, and that it ought 
to be contained near its present level.'* 

Thirdly, unilateral provincial tax increases 
would lead to a further balkanization of the 
national tax structure. In the future, disparity 
in income tax burdens within Canada is likely 
to widen as different provinces are driven by 
financial necessity to regular tax increases. 

Finally, independent taxing would increase 
the likelihood of provinces inadvertently offset- 
ting federal policy. In the past, Ontario has 
used the limited budgetary flexibility at its 
disposal to initiate required stabilization action 
and to complement federal efforts. Now 
Ontario no longer has the financial resources to 
undertake complementary tax cuts when they 
are required to stimulate economic activity. 
Accordingly, we must point out that without 
fiscal realignment provinces could be forced 
into tax actions which counteract expansionary 
policies undertaken by the federal government. 


Ontario’s Solution 

To avoid such adverse developments, Ontario 
has presented a plan for an orderly reform of 
the tax-sharing system. The Province’s pro- 
posals were first presented at the Jasper Confer- 
ence and have been reiterated several times 
since. The Jasper proposal called for a staged 
reduction in federal income tax by three per 
cent in 1973, rising to six per cent in 1974, 


' Economic Council of Canada, Ninth Annual Re- 
view: The Years to 1980 (Ottawa: 1972). 


2 Hon. W. Darcy McKeough, The Reconstruction of 
Economic and Fiscal Policy in Canada (Toronto: 
Department of Treasury and Economics, 1971). 

3 Hon. Edgar J. Benson, Budget Speech (Ottawa: 
December 3, 1970). 

* Ibid. 

5 Hon. Edgar J. Benson, Budget Speech (Ottawa: 
June 18, 1971). 


© Hon. W. Darcy McKeough, Ontario Budget 1971 
(Toronto: Department of Treasury and Economics, 
1971) p. 24. 
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eight per cent in 1975, and 10 per cent in 
1976.'* The standard provincial tax rate would 
be increased by comparable steps until it 
reached 40.5 per cent in 1976. This timetable 
of federal income tax reductions and compen- 
sating provincial increases follows essentially 
the same pattern as the staged abatement 
increases of the early 1960’s. This approach 
would correct the existing fiscal imbalance 
without increasing total tax burdens, and would 
achieve a fairer division of future revenue 
growth between the two levels of government. 

The first step towards this overdue reform of 
tax sharing was called for by Premier Davis in 
December in a letter to the Prime Minister of 
Canada. Mr. Davis urged a continuation of the 
three per cent federal tax cut and a further four 
per cent federal tax cut effective immediately, 
which would be taken up by the provinces to 
achieve improved tax sharing. This strategy 
would take into account the need for fiscal 
stimulation of the economy and would also 
help to avoid the otherwise inevitable increases 
in the total tax burden in Canada. 

Today, Ontario is calling for a one billion 
dollar income tax cut, consisting of a continua- 
tion of the three per cent cut now in effect, 
plus a further cut of six per cent to be effective 
immediately. This simply accelerates the long- 
term plan Ontario advocated in Jasper in order 
to provide the major fiscal stimulus which the 
economy so urgently needs. Our current pro- 
posal would provide a five per cent tax cut to 
taxpayers plus four per cent of income tax 
room for the provinces to take up in 1973. 
Then, as the economy improves in 1974 and 
beyond, provinces could gradually assume the 
five per cent additional occupancy already 
reserved. This plan does not imply an impair- 
ment of federal ability to finance its own 
expenditures in the long run. The savings in 
payments to the U.I.C. fund and the revenue 
growth generated from increased economic 
activity will quickly restore the absolute level 
of federal financing. 


(Toronto: Ministry of Treasury, Economics and In- 
tergovernmental Affairs, 1972) p.20. 


8 Hon. John N. Turner, Budget Speech (Ottawa: 
May 8, 1972). 


? Ibid. 


10 Rt Hon. P.E. Trudeau, Speech from the Throne, 
Commons Debates, Ottawa, January 4, 1973. 


'l Hon. Charles MacNaughton, Ontario Proposals for 
Tax Reform in Canada (Toronto: Department of 
Treasury and Economics, 1970). 


‘2 Ontario's quantitative studies during the tax 
reform debate predicted this increased elasticity. 
See Staff Paper, “Tax Reform and Revenue 
Growth to 1980”, Ontario Tax Studies 4 (Toron- 


The Shared-Cost Programs 

From a longer-run point of view, refinancir 
the government sector involves reforming 
shared-cost programs. Experience both here 
abroad indicates that conditional grant 

grams interfere with provincial priorities, 
administratively inefficient and are relati 
unresponsive to local needs.'® Ontario has 
cated that it would like to opt out of the n 
shared-cost programs in exchange for 
increased share of the personal income tay 
its Jasper papers, Ontario proposed thi 
reasonable long-run adjustment would co 
of a transfer of 21 points of the persona 
come tax to the provinces. This fiscal eq 
lence would provide no financial gain or lo 
either level of government but would act 
the accountability, flexibility and simplicit 
obviously needed in this area of federal-pr 
cial finance. | 


CONCLUSION 


It must be stressed that we have now reach 
critical juncture in federal-provincial relat: 
The time has come for a bold fiscal initiati: 
stimulate the economy and to rectify the f 
cial imbalance undermining our federal sys’ 
The major cut in federal income tax prop 
by Ontario is the key for meeting these | 
tiple objectives. 

The recent course of events makes. 
things clear. The federal government must1 
in and use the full weight of its fiscal pow 
reactivate the economy to full employn 
And the provinces must inevitably secu 
larger share of total income tax revenue 
finance essential local services. 


The plan Ontario has advanced vw! 
achieve both these essential reforms in a 
which serves the interests of all of our citi’ 
We offer this plan in the spirit of goodwii} 
assure the federal government of ourco-@} 
tion if this proposal is adopted. | 


to: Department of Treasury and Economics, , 


c 
| 


13 Hon. W. Darcy McKeough, Supplementary | 
on Federal-Provincial Finance (Toronto: Mis 
of Treasury, Economics and Intergovernmen\: 
fairs, March 28, 1972) pp. 10-14. 


14 Fon. Charles MacNaughton, “The Public | 
and Economic Policy”, Ontario Budget ! 
(Toronto. Department of Treasury and Econ} 
March 1970). 


'S Hon. W. Darcy McKeough, Supplementary 1]! 
on Federal-Provincial Finance. 

Af Staff Paper, “‘Federal-Provincial Shared-Cos 
grams in Ontario”’, Ontario Tax Studies 8 (i 
to. Ministry of Treasury, Economics and 
governmental Affairs, 1972). 
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s article is concerned with the continued 
; of what might be called the ‘‘architectural 
itage” of Ontario. “Architectural heritage” 
general term and is intended to embrace not 
y individual buildings, or parts of such build- 
3, but also areas, districts and even complete 
amunities which have aesthetic quality or 
oric association. 

The preservation of sites and buiidings, iden- 
ed as being of value, is compiex and includes 
wumber of interrelated elements, any of 
ich may predominate in a given situation. 
ticular elements of importance may be iden- 
od as: 


destruction of individual buildings; 


alteration or addition to the exterior of in- 
dividual buildings; 

destruction or alteration of the interior of 
individual buildings; 

destruction or alteration of the immediate 
environment or setting of individual buildings; 


destruction or alteration of all, or any part 
of, the environment in an area, district or 
complete community. 


[he first three of these elements may be 
trolled by measures affecting the individual 
ding, while the remaining two involve the 
tification of an area and consequent estab- 
ment of wider measures. 


truction of Individual Buildings 

truction of individual buildings may be by 
berate demolition or by gradual deteriora- 
. The first usually takes place either because 
building is obsolete or inefficient, and can- 
continue to serve a useful purpose, or be- 
se the site is economically under-utilized 
le occupied by the existing building. Occa- 
ally a building may be destroyed simply to 
eplaced by something more “‘modern” or in 
approved corporate style. Some destruction 
occurs as the result of public action in re- 
ding roads, providing access to car parks 
Other “improvements”. 

stadual deterioration may also be the result 
the deliberate intention of an owner. Many 
st buildings on the fringe of downtown 
is, for instance, are utilized by businesses in 
ch of low cost accommodation. In economi- 
y disadvantaged parts of the province, how- 
, Slow decay is the reflection of the circum- 
ices of owners who are unable to accept the 
n considerable costs involved in maintaining 
r buildings. 


onservation of Historic Sites and , 
Buildings in Ontario 


Alteration of Individual Buildings 
The need for alteration or addition usually 
arises from some degree of obsolescence in the 
older building. The need to adapt for a new use 
frequently requires alteration, a common 
example being the insertion of shop fronts in 
former residential buildings. In some instances 
the owner may be inspired by the usually mis- 
guided desire to modernize. Many older build- 
ings are capable of being extensively adapted 
and altered without harm, if the work is 
handled with skill and sensitivity. The problem 
of harmful alteration is mostly, therefore, the 
result of ignorance and lack of proper advice. 
Alteration and damage to interior features is 
also too often the result of ignorance of their 
value and an inability to renovate or recon- 
struct with sufficient skill. It is, however, only 
rarely that such features would be considered 
of sufficient importance to warrant preser- 
vation. 


Environmental Damage 

The final two elements of the problem result 
from both individual and community action on 
a number of levels. The first level involves 
major change in the physical structure of an 
area. This may occur as the result of deliberate 
action to achieve community planning objec- 
tives or because of economic or social pressures. 
The planning objectives may well be related to 
problems originating outside the area in ques- 
tion. 

Structural change may include alteration of 
the street pattern, the relationship of building 
groups or the relationship of buildings in a 
number of ways. An obvious case is that of a 
building originally designed to provide the 
architectural focal point of a street which no 
longer exists. 

The second level involves the introduction of 
inappropriate uses into (or removal of accept- 
able uses from) the area. From a purely land- 
use planning point of view, the newly intro- 
duced uses may be acceptable, but at the same 
time may also be aesthetically incompatible 
with existing buildings or may damage historic 
association. Such changes of use may be the 
result of deliberate policy but are more often 
brought about by economic and social forces. 
Many examples exist of residential neighbour- 
hoods now altered to commercial or industrial 
use, sometimes with individual buildings of 
value remaining, although in a quite inappro- 
priate setting. Examples of the loss of appro- 
priate uses are provided by the many fine com- 
mercial streets in Ontario that are suffering 
decay because of the relocation of commercial 
activity to suburban plazas or malls. 


At the third level the problem is one of 
architectural incompatibility arising from indi- 
vidual decisions to rebuild or alter buildings in 
an inappropriate manner. The buildings altered 
may not be of any great merit in themselves but 
by reason of their scale, materials or detailing, 
may provide a proper setting for others of 
value. Such individual decisions may also be 
damaging in an area which is architecturally 
valuable primarily as a result of consistency in 
its design elements. 

The final level involves interference with any 
of the many elements which combine to form a 
satisfactory townscape. Among these may be 
included trees, street furniture, and treatment 
of horizontal surfaces. 


Background to Provincial Study 
To counteract the types of problems described 
above, the last 10 years have seen increasing 
interest in and concern about the need for con- 
servation of historic buildings in Ontario. This 
interest originated primarily at the municipal 
level when a number of municipalities, notably 
the City of Kingston, expressed a desire to have 
local legislation enacted which would enable 
them to apply architectural control over works 
carried out to buildings of historic value. This 
initiative was recognized in 1970 when the City 
of Kingston Act was passed by the Ontario 
Legislature, thus enabling the City to pass by- 
laws designating buildings or structures as being 
of historic or architectural value. Kingston’s 
success sparked a desire on the part of other 
municipalities to obtain similar legislation. 
While deciding to support Kingston’s efforts 
to deal with its special, but not unique local 
problem, the Government of Ontario deter- 
mined that detailed studies should be carried 
out to identify, on a province-wide basis, the 
problems of architectural and historic conser- 
vation and to recommend appropriate general 
enabling legislation. 


THE STUDY 


The findings of the study, undertaken by the 
former Department of Municipal Affairs, were 
published as a Final Draft Report in April 
1971. The Report was in two parts: the first 
part analyzed the historical background, the 
nature and extent of the problem, preservation 
techniques in other countries (U.S.A. and 
Europe), and existing legislation and programs 
elsewhere in Canada; the second part described 
a proposed program for the Province of Ontario 
based on conclusions drawn from the material 
contained in Part I. 


Conservation of Historic Sites and Buildings tn Ontario 


The Final Draft Report concluded that the 
proposed program should: 


+ provide for the protection of both individual 
buildings and districts of historic or archi- 
tectural importance; 


¢ be integrated with the overall planning 


process; 


« be the shared responsibility of provincial and 
municipal governments and should be de- 
signed to encourage private initiative. 


Accordingly, the draft report was circulated 
to selected municipalities, historical societies 
and architectural conservation groups in Ontario, 
and to other jurisdictions in order to invite 
comments and criticisms of the proposals. The 
majority of replies indicated overwhelming sup- 
port for the program; the result was a decision 
to proceed with the preparation of a Final 
Report. It is this Final Report that forms 
the basis for the following program and for 
legislation. 


THE PROGRAM 

(i) Protection of the Individual Building 

It was recommended that the protection of 
individual buildings should be achieved through 
a designatory procedure which would require 
that upon designation, the buildings become 
subject to various protective measures. This 
procedure would be the shared responsibility of 
the provincial and municipal governments: the 
Minister responsible for the program could 
designate buildings which could be considered 
as being of provincial importance, and munici- 
pal councils could similarly designate, by by- 
law, buildings of local importance. It was sug- 
gested that the inventories being undertaken by 
the National Historic Sites Service and the Ar- 
chives of Ontario be used as the basis for selec- 
tion of buildings to be designated and expert 
advice should be sought to determine those 
buildings which are of provincial importance. 
Advice from local historical societies and archi- 
tectural conservation groups should be sought 
for the selection of local buildings of merit. 

The protective measures, if enacted by legis- 
lation, would require that an owner of a desig- 
nated building, if he wishes to carry out alter- 
ations, additions, or demolition, make applica- 
tion to the respective authority (Minister or 
municipal council) for authorization of such 
works. It was recommended that, in the par- 
ticular case of an application to demolish, the 
Minister or the municipal council should be 
authorized to prohibit the work for a period of 
not more than 180 days. During this period 


negotiations should take place with the owner 
and appropriate agencies should be consulted to 
determine what steps might be taken to pre- 
serve the building. This could take the form of 
either a direct acquisition or the acquisition of 
an interest in the building, or the making of 
conditional grants and loans and payment of 
compensation. If no agreement can be reached 
during this period, demolition may proceed. 

Appeal procedures have also been recom- 
mended whereby an owner may appeal to the 
Minister against conditions imposed on a condi- 
tional approval of works. \ 


(ti) Historic Districts 

It was observed during the preparation of the 
Draft Report that an essential part of any con- 
servation program involves the need to protect 
the environmental setting of areas, districts and 
complete communities of outstanding architec- 
tural and historic value. Similar needs have been 
recognized in conservation policies in force in 
both Europe and the United States and also in 
the Province of Quebec. The report, therefore, 
recommended that municipalities be enabled to 
employ special land-use zoning techniques 
through the designation of areas as “Historic 
Conservation Districts”. To facilitate this, a 
municipality must, however, adopt appropriate 
policies into its official plan and define areas to 
which such policies might apply. Moreover, a 
historic district study should be undertaken to 
provide the basis for these policies — the study 
to illustrate graphically the manner in which 
environmental and historic features are to be 
preserved. It was further recommended that 
municipalities encourage public involvement in 
the definition of historic areas by obtaining the 
views of interested groups and private indi- 
viduals. 

The policies thus established would be en- 
forced by the zoning of affected areas as 
“Historic Conservation District Zones”. Con- 
sequently, an owner of any building within 
such a zone would be required to obtain the 
authorization of the relevant municipal council 
for any alterations, additions, demolition or 
change in use of a building, subject to similar 
procedures and decisions which might be made 
in respect to individually designated buildings. 


(iii) Financial Assistance 

The report proposed that financial assistance 
should be forthcoming from the public sector 
in the form of grants and loans, and that the 
private sector should be encouraged to become 
involved in the conservation field, primarily 
through the establishment of “revolving” funds, 
based upon the successful American pattern. 


In addition, it was recommended that owner 
designated buildings be permitted, subject 
appropriate official plan policies, to sell ex; 
development rights as a means of realig 
some financial return on the development 
tential of a site occupied by an historic bu 
ing, thereby reducing the threat of redevel 
ment of such a site. 


(iv) Administrative Functions 

As mentioned previously, it was proposed t 
the program should be approached as 
shared responsibility of the provincial 
municipal governments in Ontario. 

At the provincial level, it is presently. 
visioned that the necessary legislation will 
enacted in the form of a new act and ame 
ments to the Planning Act will be required. ' 
responsibility of administering the proced) 
aspects will therefore be closely allied bott 
other historical cultural activities and to p 
ning matters. The latter are presently functi 
of the Ministry of Treasury, Economics | 
Intergovernmental Affairs, while the former: 
generally centralized within the Ministry | 
leges and Universities. 

An example of an associated organi 
exists in The Ontario Heritage Foundat 
whose success in the preservation field has b 
outstanding to date. It is recommended that. 
Foundation should also be closely involve 
the program. 

All of the above might be assisted in t 
tasks, particularly in regard to the selectior| 
provincially important buildings, by a “Pro. 
cial Historic Advisory Board” to be come 
of experts known in Ontario for their contr 
tion to historic and architectural conservati 

The Historical and Museums Branch of | 
Ministry of Colleges and Universities we 
continue with responsibility for plaquing, pu’ 
cations and recording of buildings and the} 
going preparation of building inventories. 

At the municipal level, administrative fi 
tions should rest with local municipalities 
regional governments where appropriate. T) 
could, in turn, be assisted by provincial ay 
orities and/or a local ‘‘Historic Conserva’) 
Advisory Committee’. Such a committee m 
legitimately comprise a cross-section of elec 
council members and co-opted citizen m 
bers, each with a demonstrated interest in | 
knowledge of, the history and architecture) 
the municipality. The committee could 1} 
allow for active citizen involvement in the < 
servation field while at the same time allov) 
certain council members exposure to the ¥} 
real problems of the preservation of our) 
valuable historic and architectural heritage. 
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Leading Indicators 


Total Money Supply, Canada (Average of Wednesdays, Seasonally Adjusted) 


Toronto Stock Exchange Industrial Index (1956 = 100, Not Seasonally Adjusted) 


Coincidental and Lagging Indicators 


Gross National Product, Canada (Quarterly, Seasonally Adjusted at Annual Rates) 
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Copies of the 1973 Ontario Budget 
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the Ontario Government Bookstore, 
880 Bay Street, Toronto (965-2054). 


About the Review 

April 1 marked the first anniversary of the 
formation of the Ministry of Treasury, 
Economics and Intergovernmental Affairs. 

During the first year of its life, the Ministry 
has undergone important structural changes. 
The announcement on March | by the Honour- 
able John White on the completion of the 
second phase of the re-organization of the 
Ministry was a particularly significant milestone 
in its history. 

The new Ministry was formed as the result of 
the restructuring of the Government of Ontario, 
underway since 1971. The feature article of the 
March/April edition of the Ontario Economic 
Review describes the structure, role and pro- 
grams of the Ministry in the new government 
organization. 

The short article by Mr. R.G. Holloway, 
of the Taxation and Fiscal Policy Branch, 
Ministry of Treasury, Economics and Inter- 
governmental Affairs, examines some of the 
uses of payroll taxation as a possible means 
of curbing inflation. 


Indicator Charts, Pages 10-12 
Fluctuations in aggregate economic activity 
—commonly used to define business cycles- 
do not necessarily correspond with fluctuati 
in the individual activities which make up th 
aggregate. Instead different indicators of 
economic activity may vary with respect to. 
both their rates of growth and the timing of 
their peaks and troughs: some may grow mc 
rapidly than others, some change direction © 
sooner. 
Those activities which tend to assume a | 
direction in advance of the aggregate — beca’ 
they relate to future rather than present pre! 
duction — are referred to as leading indicate. 
and are widely used to anticipate the short-)’ 
future course of the overall economy. The — 
charts on pages 10, 11 and 12 in the Ontaric: 
Economic Review present a number of thes! 
leading indicators, as well as several which a’ 
coincidental to or lag behind the aggregate, | 
provide for the reader an opportunity to mé: 
such an evaluation. 
While comparisons of the timing and | 
direction of general changes in the various | 
indicators can readily be made, great care m} 
be exercised in making such a comparison oO 
the amplitude of fluctuations. Of the three ' 
vertical scales used — ‘A’ (arithmetic) and 
‘LI’ and ‘L2’ (logarithmic scales with one ai) 
two cycles respectively over a given vertical | 
distance) — only the logarithmic scales can |) 
used to compare relative changes in differen! 
indicators. And this applies only when all sé? 
being compared are on the same logarithmic 
scale. In such a situation all parallel lines 
represent equal rates of growth, the exact 1 
of growth being determined by the slope of } 
line. 


NADA AND ONTARIO 

—1972 IN PERSPECTIVE 
; 
upturn in economic activity in Ontario and 
ada, underway since 1971, continued 
ughout 1972. The total value of goods and 
ices produced in Ontario rose by 10.8 per 
- over 1971 to reach a level of $42.1 billion. 
growth of GNP was slightly lower than 
rio’s GPP in 1972, advancing by 10.6 per 
- to $102.9 billion. After discounting price 
eases of 4.9 per cent, real growth in 1972 in 
ario and Canada amounted to 5.7 and 5.5 per 
‘tespectively. 
Jata recently released by Statistics Canada 
cate that while GNP growth was strong in 
2, advances throughout the year were un- 
1. GNP gains were slow in the first quarter, 
wed by a rapid rise in the second, a pause 
he third, and a rapid surge in the fourth 
‘ter. The unevenness in activity was due 
darily to erratic merchandise exports which 
> hampered by strikes, unexpected declines 
gricultural production and by uneven pur- 
es of consumer durables. 
‘he implicit price index rose 4.9 per cent for 
ada as a whole, compared with 3.3 per cent 
971 and 4.5 per cent in 1970. As in the rest 
he world, price pressures were the greatest 
ood. Construction costs and export com- 
lities also contributed substantially to wide- 
ad price gains. 
Vhile overall growth of the Ontario econ- 
‘was similar to that of Canada in general, 
e were notable differences in the perform- 
- of certain sectors. For example, consumer 
nditures in Ontario rose more than in the 
utry as a whole, while exports, stimulated 
arge increases in natural gas, crude oil, lum- 
and wheat grew considerably more outside 
rio. Within the investment sector, residen- 
Sonstruction activity was approximately the 
> throughout Canada, but in both machin- 
and equipment and non-residential con- 
ction, growth in Ontario was slower than in 
test of Canada. Also, government spending 
mtario and in the rest of Canada increased 
out the same pace. The net result of these 
‘ities was that the Ontario economy grew at 
uginally faster rate than the Canadian econ- 
‘in 1972. 
1 the important manufacturing sector, the 
“awaited recovery finally arrived. The index 
dustrial production and the index of manu- 
iting advanced by 6.5 per cent and 6.1 per 


Ihe Ontario Economy 


cent respectively. Since over 50 per cent of 
Canada’s manufacturing output originates in 
Ontario, the positive effect of this growth was 
stronger in Ontario than in any other province. 


The Ontario Labour Force in 1972 
Employment in Ontario in 1972 grew by 
140,000 or 4.5 per cent over 1971. Despite this 
rapid growth in employment, the labour force 
grew by 132,000 resulting in an average unem- 
ployment rate of 4.8 per cent for the year asa 
whole. This rate compares favourably with un- 
employment during 1971 of 5.2 per cent but 
was somewhat higher than the 4.3 per cent 
unemployment rate recorded in 1970. 

Increased participation by women, and a 
large influx of workers in the 14-24 year range 
led to the unusually rapid labour force growth. 
In fact, many of the employment problems in 
Canada and Ontario have been the result of 
rapid labour force growth, and not lack of job 
Opportunities as has often been suggested. 

Of the 140,000 new jobs in 1972, 43,000 
were in manufacturing, an increase of 5.1 per 
cent over the number of people employed in 
this important sector in 1971. This was a wel- 
come occurrence as it was the first substantial 
increase in manufacturing employment since 
1969. Despite this, jobs in the goods producing 
industries grew very little, as the number of 
jobs in agriculture and construction declined. 

The largest increase, as in the previous two 
years, both in numbers and in percentage terms 
took place in the services sector. This sector 
now employs about 58 per cent of the work 
force as compared with 52 per cent in 1961. 
About 116,000 new jobs were created in the 
services sector, a gain of 6.3 per cent over 1971. 
Of all categories of services the number em- 
ployed in trade and personal services grew most 
rapidly. 

In comparison with other industrialized 
countries, Canada’s labour force has grown fast- 
er than any other. In the past decade, Canada’s 
work force grew by an average of 2.8 per cent 
annually, compared with 1.7 per cent in the 
US. and less than 1.0 per cent in West Ger- 
many, Sweden and the United Kingdom. 


Foreign Trade in 1972 

Canada’s merchandise trade surplus which 
stood at $2.1 billion in 1971, dipped to a level 
of $1.2 billion in 1972. The latest figure is just 
slightly below the $1.3 billion surplus recorded 
in 1968. In the last four years, the surplus has 


fluctuated from $0.8 billion to $2.9 billion. 

During 1972, imports rose at a faster pace 
than exports; imports increased by $3.1 billion 
or about 20 per cent while exports accounted 
for a gain of $2.1 billion or 12 per cent. The 
value of exports, Statistics Canada reports, 
reached $19,899 million in the year while im- 
ports registered a record high of $18,701 mil- 
lion. 


The growth of Canadian exports was irregu- 
lar throughout the year, with sharp upturns in 
the second and final quarters, while the third 
quarter reported only moderate gains above the 
first quarter. Imports, on the other hand, 
showed gains in each quarter of 1972, the third 
quarter recording the smallest advance. Season- 
ally adjusted at annual rates, exports rose to a 
high of $22.2 billion in the last quarter of the 
year, with imports rising to over $20 billion. 


The major boost to exports came from auto- 
motive products, and particularly those sup- 
plied to the U.S. Sales of automotive products 
to this market, mostly originating in Ontario, 
rose by almost $500 million over the previous 
year. The same market also accounted for the 
bulk of a gain of $350 million in lumber ship- 
ments and a $280 million increase in crude oil 
and natural gas. Exports of aircraft and parts, 
and newsprint to the United States also showed 
gains in 1972, rising by $100 million and $50 
million respectively. 


Wheat sales in 1972 were substantially 
higher than a year earlier, increasing by nearly 
$85 million, largely resulting from huge deliver- 
ies to the Soviet Union and the People’s Repub- 
lic of China. Shipments of copper ores were up 
$50 million and those of whisky and pulp some 
$20 million each. Marked declines in exports 
were noted inaluminum and iron ore, both down 
by about $60 million with nickel falling by 
nearly $30 million. 


As in the case of exports, the major impetus 
to imports came from automotive products and 
accounted for 28 per cent of the total increase. 
While the rise in imports was spread across 
many goods, the increase of $265 million in 
industrial machinery imports was significant. 
Food imports, including meat, fish, fruit and 
vegetables and sugar recorded a rise in value of 
nearly $220 million with the value of crude oil 
imports increasing by some $140 million. Mod- 
erate gains took place in imports of apparel, 
tractors, plastics, chemicals, non-ferrous metals 
and iron and steel products. 


Payroll Taxation and Inflation 


Ronald Holloway, Economist 
Taxation & Fiscal Policy Branch 


Introduction 

Inflationary pressures are increasingly evident 
in the developed economies. The restraints on 
prices and incomes which governments have 
applied have not been fully efficient, resulting 
in inequities, while their sudden relaxation or 
breakdown tends to renew the process of infla- 
tion at an accelerated rate. Where such _mea- 
sures have been successful in restraining price 
and wage increases, a complicated combination 
of unfilled job vacancies in the growth sectors 
of the economy and a relatively high rate of 
concealed unemployment in stagnating and de- 
clining industries tends to persist. Over the 
longer run, such structural rigidity itself has 
inflationary consequences. The alternative pol- 
icy of dampening the expansion of demands 
tends, however, to create overt islands of unem- 
ployment. Payroll taxation is another possi- 
bility for restraining inflation. 


Basic Forms 

A payroll tax may be imposed on an employer 
in relation to the number of employees, the pay 
of individual employees, or the gross amount of 
the payroll. Number-related taxes are frequent- 
ly used to finance social security programs, usu- 
ally as counterparts to employee contributions. 
While giving the appearance of relating costs to 
benefits, these taxes are unsatisfactory from 
other points of view. Their yields are relatively 
inelastic and the funding of contributions im- 
poses an unwelcome rigidity on government ex- 
penditures. They also distort the labour mix by 
making low-skilled and part-time employees 
relatively expensive and distort the allocation 
of labour if applied selectively. 

The appearance of a cost-benefit relationship 
is retained in those schemes which require em- 
ployers to contribute to a fund in relation to 
tranches of pay of individual employees. These 
schemes often have lower income limits, to re- 
duce distortion of the labour mix, as well as 
upper limits which are generally related to ceil- 
ings on benefits. The main disadvantage of such 
schemes is their complexity of administration. 
A tax on the gross payroll is simpler to operate, 
may be a contribution to general revenue, and 
may be applied either as a general tax or in 
special forms to further refined objectives. It is 
this group of taxes which is further considered. 


As an Addition to the Tax Burden 
The first case to consider is where such a tax is 
imposed without a reduction in other business 


taxes. If this happens, firms would be tempted 
to raise prices to maintain a constant rate of 
after-tax return. If all prices rise equally, the 
sale value of inventories and buildings, plant 
and machinery would also rise equally. This 
would raise the value of capital employed. To 
maintain the rate of return on capital employed 
with assets valued at replacement cost, the 
amount of the price rise would consequently 
have to exceed the amount of the tax. 

Since the purchasing power of wages would 
also fall, the tax would transfer resources from 
wage earners (who would spend the greater part 
on consumption) to government which could 
use the tax as a short-term, deflationary mea- 
sure (by reducing its borrowing from the bank- 
ing system) or as a long-term deflationary mea- 
sure by using the revenue to finance improved 
industrial efficiency. Even so, the immediate 
fall in the purchasing power of labour is likely 
to lead to widespread demands for increased 
wages, so completing the first round of an infla- 
tionary spiral at the cost of weakening the bal- 
ance of payments position, pressing hard on 
those with fixed incomes, and possibly involv- 
ing a loss of production through strikes. 

There are, however, a number of improba- 
bilities in this situation. First, in itself, the tax 
does nothing to increase the monetary supply. 
If there is no increase in the monetary supply, 
the same volume of production cannot be sold 
at higher prices and — in the short-run at least 
— firms are more likely to try to maximize sales 
than to try to maximize prices. The position is 
therefore quite different from the situation nor- 
mally resulting from a general rise in wages 
(where governments have usually chosen to per- 
mit the expansion of the monetary supply to 
avoid unemployment and the increased mone- 
tary supply permits price increases without a 
reduction in output). This limitation is most 
evident for exports. If export prices rise, less is 
likely to be sold because the income available in 
other markets remains unchanged. 

Besides this monetary limitation to price in- 
creases, there is the limitation arising from the 
availability (in both local and export markets) 
of foreign substitutes. Foreign competition 
may, in practice, be too imperfect in many sec- 
tors to act decisively in restraining price rises. 
But, where it does, it would also have the effect 
of tending to keep the value of inventories un- 
changed. This, in turn, would restrict an up- 
ward revaluation of capital employed. The 
availability of foreign plant and machinery at 


payroll-tax-exclusive prices would also rest 
revaluation. Foreign competitors might inere 
their prices and this would tend to supporta 
revaluation. Higher distribution costs wouldn 
ginally increase the cost of new capital eq 
ment, but other costs may remain unchan; 
particularly where prices have been fixed 
contract. These factors favour the capital-in 
sive producer. 


As a Substitute 
Since a firm of above-average efficiency we 
expect to have larger after-tax profits, if ay 
roll tax is substituted for income tax, it we 
be better able to absorb increases in costs’ 
to factors unconnected with the tax (sucl 
improvements in quality). In a competitive s 
ation, the result should include reduced pri 
However, where industries act collectively 
set prices in order to maintain a satisfacy 
rate of profit for their least-efficient memt 
a payroll tax would lead to higher prices { 
those which would follow from income tax. 

A substitution of a payroll tax, colle) 
monthly, for corporate income tax, woul¢ 
duce the necessity for government short-t 
borrowing (itself an inflationary pressure a 
factor in economic instability). 


| 


A possible objection against payroll 


that it discriminates against the labour-inter 
firm even when it is equally efficient. While 
situation seems likely to be rare, a bias it 
vour of capital-intensive methods seems d 
able to elimirmte the uneconomic lapse in 1 
nological adaptation which appears to | 
with non-discriminatory treatment. Howev , 
general tax on payrolls would have adv 
short-term consequences for employment. : 
general statement, it is only in the long-run 
greater capital intensity benefits employ) 
through lower costs of increased output. | 


Refinements / 
Refinements of the tax may improve the ) 
trol of inflation. One possibility is to impc? 
surcharge on corporations which grant pai 
creases in excess of both productivity imp) 
ments and the rise in the cost of living. | 
formula adopted would most probably r} 
the increase in payroll to both the chan} 
the number of employees and capital out} 
Another possibility is to vary the tax » 
graphically, to reduce local excess demani! 
labour which tends to spill over into infl 
nationally. 
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TRODUCTION 


| March 1, the Ministry of Treasury, Econo- 
ss and Intergovernmental Affairs completed 
second phase of its part in the massive reor- 
ization the Ontario Government has been 
Jergoing since 1971. 

This article shows how this one-year-old 
listry fits into the new government organiza- 
n. It also explains the composition and func- 
ns of the Ministry’s two senior committees, 
lines the Ministry’s structure, and lists the 
ivities of its branches. 


MMITTEE ON GOVERNMENT 
ODUCTIVITY 

December 1971, the Committee on Govern- 
nt Productivity made public its third interim 
ort, containing recommendations for what 
mier Davis termed ‘significant reforms in 
ernment procedures and improvements in 
ernment performance.’ 

The committee put forward four reasons for 
proposed changes. (1) Ministers do not have 
ficient time for policy-making. (2) The 
anization of the provincial government has 
wn so large and complicated that it has be- 
ne difficult to manage. (3) Because the cost 
continuing existing services is outstripping 
ilable revenue, an improved priority-setting 
tem is required. (4) The operation of individ- 


ual government departments as separate and 
distinct entities is no longer appropriate to cope 
with issues that increasingly involve more than 
one department. 


To meet the new organizational require- 

ments of the 70’s the committee made numer- 
ous proposals for a regrouping of programs and 
activities. The three most fundamental organi- 
zational proposals were: 
(1) the establishment of a new senior Cabinet 
committee — the Policy and Priorities 
Board. The Board’s major responsibilities 
are to develop a strategic policy frame- 
work into which all government programs 
could fit, and to recommend government 
priorities to Cabinet; 


the establishment of a new kind of min- 
ister, free of the responsibilities and bur- 
dens of the chief executive of a depart- 
ment. This is perhaps the most important 
change recommended by the COGP. 
Called provincial secretaries, these new 
ministers derive their influence from 
membership on the Policy and Priorities 
Board but do not have a line control over 
the activities of their colleagues running 
the ministries. Free of the administrative 
responsibilities of a portfolio, provincial 
secretaries have time to develop, evaluate, 


(2) 


Structure of Government in Ontario 
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(3) 


and coordinate government policy among 
the various ministries in their policy field. 
Provincial secretaries are also in a position 
to devote considerably more time and 
thought to improving communication be- 
tween government and citizens; 


the grouping of programs and activities 
into fairly self-contained areas, known as 
policy fields. Three policy fields have 
been created: social development, re- 
sources development and justice. The pri- 
mary objective is to improve policy coor- 
dination among related ministries and to 
ensure that potential conflicts (such as 
those that might arise between environ- 
mental considerations and economic 
growth) are recognized, thoroughly dis- 
cussed, and to a significant extent, re- 
solved at a sub-cabinet level. The major 
mechanism for achieving this is the policy 
field committee, chaired by a provincial 
secretary and composed of the ministers 
within each field. 


There are a number of important functions 


and activities involving broad policy consider- 
ations which do not fit logically into any one 


of 


the three policy fields. To arrange these 


functions and activities, three new ministries 
have been formed: the Ministry of Revenue; the 


The Management 


Government Reorganization and Treasury, 
Economics and Intergovernmental A ffairs 


Ministry of Government Services and the Min- 
istry of Treasury, Economics and Intergovern- 
mental affairs. 


MANDATE OF THE MINISTRY 

OF TREASURY, ECONOMICS AND 
INTERGOVERNMENTAL AFFAIRS 

The restructuring of the Ontario government 
organization is intended to ensure that sound 
management practices will make the most effec- 
tive use of resources. Achievement of this aim 
demands the development of integrated policy. 
Accordingly, the new organization has evolved 
with the establishment of the three policy fields 


and the Policy and Priorities Board of Cabinet. 

How does the new Ministry of Treasury, 
Economics and Intergovernmental Affairs con- 
tribute to this policy development? This ques- 
tion can be answered partly by outlining the 
responsibilities of this Ministry. 

Basically, they are three-fold. First, the Min- 
istry has direct responsibility for certain funda- 
mental government functions: planning the 
Province’s fiscal and economic policies, plan- 
ning and implementing the Government’s cash 
management and borrowing policies and devel- 
oping provincial programs relating to municipal 
government and regional development. These 


functions are central to government and are 
statutory responsibilities of the Treasurer. 

Second, the Ministry has a responsibilit) 
provide policy advice to the Government | 
whole through the Cabinet committee st 
ture. This advice ranges over a wide variety 
matters that may touch the interests of all 
icy fields. 

Third, the Ministry is responsible for e 
dinating Ontario’s relationships with 0; 
levels of governments both inside and out 
Canada. 

The Ministry of Treasury, Economics an¢ 
tergovernmental Affairs combines many of 


Development of the Ministry of Treasury, Economics and Intergovernmental Affairs 


1886 1867 

Treasury Treasury | 
1882 Board Department 
Bureau of 
Industries 

r —1943 
1906 | Board of 
OMtaniOrge ee Le Re lls rere ee 1954 Statistics and 
Railway ‘S Office of Research } 
and | Provincial | 
Municipal | Economist \~ —1951—————__»> ) 
Board Office of 
| Provincial 
1917 1944 1956 Economist 
Bureau of Dept. of Dept. of 
Municipal Planning and Economics 
pee Development 
1932 i 
Ontario hi 1961 
Municipal | Dept. of 
Board l 1961 Economics and 
| Dept. of Federal— | 
1935 ————___, | Commerce and Provincial 
Dept. of Ontario | Development Relations 
Municipal Municipal 
Affairs Board | 
1960 1961 
Community Dept. of 


Planning Economics and 
Branch Development 
1970 
Assessment 
Review 1968 
Court Dept. of 
Trade and 
1972 Development 
Dept. of 
Municipal 
Affairs 


to ¢—\1972-—— 

Ministry Ontario 

of the Municipal 

Attorney Board 

General d_ 1972 ae t 
Assessment 
Review 
Court 


| 
| 
| 
ers eae 


Assessment 
Division 


{ 

1968 1968 1968 
Dept. of Dept. of Dept. of | 
Trade and Treasury and Revenut, 
Development Economics 
1972 1972 

Ministry of Ministry ° 

Treasury, Economics and Revenul: 


Intergovernmental Affairs 


Ministry of 
Revenue 


stions and personnel of two former depart- 
its — Municipal Affairs and Treasury and 
nomics. The responsibilities described 
ve, however, represent more than a simple 
ger, since the new Ministry’s responsiblities 
more extensive than those of the two old 
artments: 


he functions of the former Department of 
reasury and Economics are integrated into 
he new Ministry and enlarged to encompass 
he new structure and decision-making pro- 
ess of the Government; 


10st of the old Municipal Affairs functions 
re maintained but with a strong new em- 
hasis. This Ministry now has a clear respon- 
ibility as the central coordinating agency 
or all the Government’s relationships with 
cal governments and with other levels of 
overnment. It is the Ministry’s job to ensure 
hat the Province’s many relationships with 
xcal governments are consistent with the 
oles of the Province and municipalities. 


‘hese basic functions imply two methods by 
ch the Ministry participates in the Govern- 
t’s decision-making process. The first is 
ugh the Minister in his capacity as Treas- 
of Ontario, responsible for the budget and 
ptrollership of the consolidated revenue 
1, and in his capacity as the Minister respon- 
> for municipal affairs. The second is 
ugh the provision of policy advice and com- 
itary to other ministries, policy fields and 
inet committees. In the new structure of 
nment, this is expected to help integrate 
work of ministries and agencies at many 
ls. It must ensure that policy proposals 
ig to Cabinet committees are consistent 
1 policy on economic, financial, regional 
intergovernmental matters. 

The functions of the Ministry are both inter- 
ted and government-wide in scope. For the 
t time, many matters traditionally handled 
separate departments are coordinated with- 
his one Ministry. There is an inherent rela- 
iship between provincial taxation, grants to 
Nicipalities, regional development, commun- 
planning, federal-provincial relations and 
Vincial-municipal relations. All these now 
ne under Treasury, Economics and Intergov- 
mental Affairs. 

The Ministry’s Fiscal Policy Division, to take 
pecific example, makes sure that provincial 
incial relations with local governments are 
eloped consistently and are linked directly 
the budget process. Similarly, provincial- 
Nicipal relations are coordinated with fed- 


eral-provincial and inter-provincial relations, 
through the Ministry’s Intergovernmental Af- 
fairs Secretariat. Consistency in these intergov- 
ernmental relationships has grown in impor- 
tance as the federal government has shown in- 
creasing concern over urban and regional mat- 
ters that were once left almost exclusively to 
the Province. 

The new setup of the Ministry also recog- 
nizes that local government involves more than 
municipal councils and administrations; school 
boards and many other boards and commissions 
are included when provincial-municipal political 
and financial relationships are developed. This 
was much more difficult under the old struc- 
ture. 

Defining the lines of demarcation between 
provincial and municipal responsibilities is an 
important task of another of the Ministry’s new 
divisions — the Urban and Regional Planning 
Division. This task has become especially urgent 
in matters of planning, since the Province, 
though increasingly active in regional planning, 
is anxious to leave local planning in the hands 
of municipal leaders. There are, of course, 
many other areas of activity in which both the 
Province and the municipalities are involved 
and the policies developed by Urban and Re- 
gional Planning will provide the guidelines for 
developing future provincial policies in this 
field. 

The regional development program must be 
coordinated with the plans and programs of 
other ministries. As the COGP’s Third Interim 
Report said: 


“It is essential that those departments now 
involved in policy issues relating to regional 
development and regional government be ef- 
fectively coordinated both for the formula- 
tion and implementation of policy.” 


As well as coordinating policies affecting the 
Province’s relationships with federal and muni- 
cipal governments, this Ministry will also coor- 
dinate Ontario’s relationships with various inter- 
national governments and agencies. 

However, it is in the provincial-municipal 
area that the greatest changes in emphasis will 
occur. By developing a comprehensive policy 
on provincial-municipal relations, the Ministry 
will make it possible for the Government to 
make better decisions about other ministries’ 
policy proposals affecting local governments. 

In addition to policy development, this Min- 
istry will be involved in many day-to-day rela- 
tionships with local governments. These rela- 
tionships will have to reflect, to a greater ex- 
tent, the partnership concept espoused by the 


Province. To some extent, this development 
should be seen as parallelling Ontario’s ap- 
proach to the federal government. In other 
words, the provincial government should be 
moving towards the kind of relationship with 
local governments that Ontario seeks with the 
federal government. This will involve greater 
freedom for local governments to establish their 
own priorities without constant interference 
and intervention by the Province. During this 
adjustment, the Provincial Municipal Liaison 
Committee, with representation from the muni- 
cipal associations and with the Minister of Trea- 
sury, Economics and Intergovernmental Affairs 
as co-chairman, will serve as the central forum 
for negotiation between the Province and local 
governments. 


HOW TWO SENIOR COMMITTEES HANDLE 
POLICY AND ADMINISTRATION 

As part of the new Ministry’s structure, the 
Deputy Minister now has four key executives 
reporting to him — three Assistant Deputy Min- 
isters and a General Manager of Administration. 
Their appointments have made it possible for 
the Deputy Minister to establish two senior 
committees — the Policy Committee and the 
Management Committee. 

The Policy Committee, as the senior body 
for policy formulation in the Ministry, is the 
most important means of ensuring that the Min- 
istry functions as a total organization. This 
committee meets at least twice weekly to deter- 


_mine and assign priorities and provides a contin- 


uous review of the entire range of policy issues 
related to the Ministry. Serving as a focal-point 
for the consolidation of ministry-wide views on 
internally developed policies, the committee 
makes policy recommendations to the Minister 
prior to their submission to the Policy and 


Priorities Board or Management Board. The 
committee also provides the Policy and Prior- 


ities Board, the Management Board and the 
Policy Fields with coordinated viewpoints and 
recommendations on policy issues initiated by 
the three policy fields or other ministries. 

For the preparation of the Ministry’s Annual 
Estimates, the Policy Committee identifies 
broad program priorities and makes recommen- 
dations for the allocation of resources both for 
these estimates and long-term expenditure plan- 
ning. 

The Policy Committee chairman is the Assis- 
tant Deputy Minister of Economic Policy and 
Intergovernmental Affairs, and membership in- 
cludes the Deputy Minister, the other two 
Assistant Deputy Ministers and the General 
Manager of Administration. Staff support to 


Government Reorganization and Treasury, 
Economics and Intergovernmental A ffairs 


this committee is provided by the Policy Liai- 
son and Program Analysis units. Policy Liaison 
personnel are in constant contact with develop- 
ments in the policy fields and are able to in- 
form the committee of emerging issues. Pro- 
gram Analysis personnel are involved in the 
Multi-Year Plan, annual estimates priorities, the 
planning and scheduling of programs and the 
administration of submissions to Policy and 
Priorities Board and Management Board. 

The Management Committee, made up of 
representatives of the Assistant Deputy Minis- 
ters, provides coordination and advice to the 
General Manager on organizational, personnel 
and administrative matters in support of minis- 
try operations and programs. Its objectives in- 
clude: a continuous evaluation of the organiza- 
tional efficiency and effectiveness within guide- 
lines set by the Policy Committee, development 
and direction of the ministry manpower inven- 
tory and personnel development plan and coor- 
dination of the detailed preparation of the 
annual estimates. The Management Committee 
also makes sure that administrative processes 
and internal support procedures are efficient 
and fully responsive to the needs of the Minis- 
try. 

The Administrative Services Division, Legal 
Services and the Program Analysis units provide 
support services to this Committee on specific 
issues. 


THE STRUCTURE AND FUNCTIONS OF 
THE MINISTRY OF TREASURY, 
ECONOMICS AND INTERGOVERNMENTAL 
AFFAIRS 


The Ministry of Treasury, Economics and Inter- 
governmental Affairs is composed of four broad 
programs: 


* Economic 
Affairs 


* Finance 


+ Urban and Regional Affairs 


Policy and Intergovernmental 


» Administration 


In turn, these four programs are made up of 
seven divisions, which are further divided into 
branches. 


I — ECONOMIC POLICY AND INTER- 


GOVERNMENTAL AFFAIRS PROGRAM 
This program consists of two divisions. 


OFFICE OF INTERGOVERNMENTAL 
AFFAIRS 

Through the Ministry, and with regular co- 
operation with the other divisions, the Office of 


Intergovernmental Affairs provides intelligence 
and analysis to the Government on Ontario’s 
international activities, its relationships with 
the Government of Canada, provincial govern- 
ments and the municipalities. Its aim is to en- 
sure a consistent and coherent intergovern- 
mental policy framework. The division pursues 
its objectives through three groups. 


External Activities 

This group recommends and monitors a policy 
and operational framework for the develop- 
ment of Ontario’s participation in international 
activities. This group also: 


- ensures that Ontario’s interests are taken 
into account by the Government of Canada 
in furthering its international policies and 
programs; 


+ assesses international treaties and agreements 
contemplated by the Government of Canada 
which affect Ontario. 


Federal-Provincial and Interprovincial 

Affairs Secretariat 

This secretariat advises on the effect of the 
policies and programs of both the federal and 
other provincial governments on Ontario and 
on the balance of jurisdictional responsibilities 
within the federation. The principle objective is 
to develop effective working relationships with 
other governments by: 


+ recommending objectives, and courses of ac- 
tion for Ontario in its relationships with the 
* Government of Canada and other provinces; 


- assessing the principal non-financial draft 
program agreements between the govern- 
ments of Canada and Ontario, and those 
involving other provincial governments with 
Ontario; 


+ participating in the work of major Ontario 
inter-ministerial committees concerned with 
intergovernmental issues. 


Provincial-Municipal Affairs Secretariat 

The secretariat assesses and advises on provin- 
cial relations with the municipalities. Its main 
functions are to: 


manage the work of the Provincial-Municipal 
Liaison Committee to ensure its effective 
functioning; 


- identify and analyze the impact on the pro- 
vincial-municipal relationship of the policies 
and programs of Ontario ministries and agen- 
cies, the federal government, and develop- 
ments in other provincial governments. 


- evaluate the Government’s responses 
resolutions and briefs of its municipalj 
and their organizations. 


OFFICE OF ECONOMIC POLICY 

This division, which contains two brane 
provides advice to the Ministry and to the( 
ernment of Ontario in the areas of socio-ecc 
mic policy planning, economic analysis, ec¢ 
mic intelligence, policy and support syst 
and strategic planning. 


Policy Planning Branch 
This branch was formed to develop (in coop 
tion with other governmental planning un 
coordinated policies — which promote opti 
economic performance and enhance social y 
being in Ontario in the medium and long-te 


It advises the Ministry and the Ontario Gov 
ment on the aggregate and interrelated co 
quences of global, technological, economic 
social trends and the probability and impac 
these trends occurring in Ontario. It also; 
vides the research support for the Prem 
Joint Committee on Economic Policy. 
basic functions of the branch are to: | 


: develop comprehensive policy plan: 
frameworks in which the formation 
Ontario’s economic and social pol} 
and priorities can be integrated, asse 
and adapted to changing requirementi, 


: provide a mechanism for encouragen 
of other agencies within the Governr 
to recognize the long-term implica 
policies and provide advice for indivic 
and organizations within the ne | 
that need assistance in formulating | 
term policies. 


Economic Analysis Branch 

This branch provides an assessment of the 
rent economic and social environment in 
tario and Canada in relation to the out 
world. It interprets Ontario’s economic an¢ 
cial policies in the light of these developm 
and advises upon and recommends alterna 
short-term policy approaches. Its main fii 
tions are to: | 


eR  ingge 


+ monitor economic and social cee 
in Ontario, Canada and elsewhere; 


- review the short-term economic and 1 
consequences for Ontario and the resuli 
provincial policy implications of devef 
ments at other levels of government; 


+ where appropriate, propose alternative 


proaches and/or make recommenda? 


] 


a 


onsistent with the long-term policies adopt- 
d or considered by the Ontario Govern- 
1ent; 


espond to requests for an analysis and as- 
essment of specific issues and problems re- 
erred to the Office of Economic Policy ori- 
inating either within government or with 
xternal organizations. 


TRAL STATISTICAL SERVICES 

tal Statistical Services is composed of four 
mated units which collect, store and pro- 
statistical information as required by the 
stry and the Government. The agency ad- 
on matters concerning the administration 
ne Ontario Statistics Act, designs samples 
tatistical purposes and may conduct field 
ys for client ministries. 

t present a major project of the Statistical 
stariat within the agency is the develop- 
; of the 1971 Census data access program 
ding coordination and liaison with Statis- 
Canada as well as the establishment of a 
ty to service requests for 1971 Census data 
Ontario Government ministries. 

he Applied Statistical Research unit pro- 
the Ministry and government with exper- 
on advanced statistical methodology re- 
d to ensure uniformity in definitions, con- 
, and classifications which would enable 
ntegration and linkage of data. 

1e Socio-Economic Statistics section’s acti- 
provides for the collection, compilation, 
sis and dissemination of statistical infor- 
m relating to financial institutions, mer- 
dizing and services, transportation and 
nunications and other general economic 
Ocial activities in the Province. 

| the fourth unit manufacturing and primary 
stry statistics are collected annually by 
is of industry questionnaires mailed to all 
rio manufacturers. 


FINANCE PROGRAM 


program comprises two divisions. 


AL POLICY DIVISION 

division, operating within an internally 
stent framework of rigorous short and 
term budgetary planning, proposes, devel- 
integrates and monitors the Government’s 
| and financial policies towards stated 
land economic objectives. Particular atten- 
is paid to federal-provincial fiscal relations, 
rowth of the public sector in Ontario, tax 
y, coordination of expenditure and financ- 
ictions, development of provincial fiscal 
y and coordinated provincial-municipal fi- 


nance and tax reform. The three branches in 
the division are: 


Intergovernmental Finance and Grants Policy 
Branch 

The main purpose of this branch is to provide 
an integrated approach to Ontario’s intergov- 
ernmental fiscal relations, with particular atten- 
tion to federal-provincial fiscal policies and tax 
and cost-sharing arrangements, provincial-muni- 
cipal transfers and grants policies, and the bud- 
getary implications of intergovernmental trans- 
fers and financial commitments. The branch is 
committed to: 


* undertaking an immediate comprehensive re- 
view of existing ministry grants and recom- 
mending options for rationalization and im- 
provement of the grant system and establish- 
ing a central mechanism for coordinating 
and centralizing these transfers; 


- developing and recommending means of us- 
ing transfers to reinforce such long-term ob- 
jectives as increased municipal budgetary 
autonomy, flexibility and accountability. 


Taxation and Fiscal Policy Branch 

The responsibility of providing a central and 

integrated budget system, as well as coordinat- 

ing the Government’s budget, rests with this 

branch. Its main functions include: 

* making recommendations on the use of pro- 
vincial expenditure and financial instru- 
ments; 


- developing overall tax policy options and 
monitoring the performance of the Ontario 
tax system; 


* advising on Ontario’s role in national tax 
reform; 


- developing and coordinating provincial in- 
come redistribution policies which involve 
expenditure and tax actions. 


Municipal Finance Branch 

This branch was formed to ensure that the 
fiscal operations of the municipal sector run 
parallel to those of the provincial sector and 
that, wherever possible, local governments’ in- 
dependent financial capacities are strengthened. 
Its range of activities necessitate: 


- developing, monitoring and modifying finan- 
cial provisions for the operation of existing 
and restructured local governments; 


+ examining the financial and functional impli- 
cations for the Province and local govern- 
ments of federal action at the local level; 


+ developing a comprehensive municipal finan- 
cial information system. 


TREASURY DIVISION 

This division provides support to the Minister in 
his role as Treasurer and recommends policy 
relating to finance, debt management and the 
utilization of cash resources available to the 
Province. In addition to policy analysis, the 
setting of policy frameworks for sound finan- 
cial management, and the reporting of budget- 
ary and stewardship responsibilities, the Min- 
istry presents a fiduciary service to government 
agencies, to the Legislature, the financial com- 
munity and the public at large. Four branches 
make up the division. They are: 

Financial Information and Accounting Policy 
Branch 

The presentation of the financial operations 
and position of the Province is central to the 
activities of this branch. The branch has estab- 
lished a government-wide cohesive method for 
recording and reporting internally, in common 
terms, all transactions that ensure the validity 
and accuracy of financial information, provide 
benefits to other ministries and protect the 
assets of the Province. 

The preparation of the Public Accounts of 
Ontario and other consolidated financial reports 
is undertaken by the branch in addition to the 
maintenance and control of the consolidated 
accounts of the Province. The development of 
accounting controls and design standards for 
accounting and financial information systems 
and coding classifications is one of the branch’s 
main activities. 


Finance Management Branch 

The development and implementation of policy 
relating to finance, debt management and the 
utilization of cash resources available to the 
Province is the major function of this branch. 
Most activities of the Finance Management 
Branch are directed towards the management of 
an investment program which involves money 
market loans, temporary investments and the 
liquid reserve portfolio. Maintaining Ontario’s 
credit standing, debt creation and service, inter- 
nal as well as external sources of finance and 
the use of domestic and international capital 
markets are vital functions of the branch. 


Audit Standards Branch 

By guiding the ministries in the appreciation of 
systems of financial management control and 
company comptrollership functions, _ this 
branch seeks to bring about more effective use 
of resources. 


ne ee 


Government Reorganization and Treasury, 
Economics and Intergovernmental A ffairs 


The branch assists the ministries in develop- 
ing and implementing corrective action as indi- 
cated by the post-audit reports of the Provincial 
Auditor and ensures that outstanding commit- 
ments, as conditions to post-audit, are resolved 
with internal control criteria. 


Securities Branch 

The operational support required by the Prov- 
ince to participate effectively and economically 
in the domestic and foreign capital markets is 
provided by the Securities Branch. In addition, 
the branch provides a fiduciary service to any 
ministry or agency requiring such a service and 
arranges for the complete maintenance for the 
Province’s bond issues. 


III - URBAN AND REGIONAL AFFAIRS 
PROGRAM 


This program is based on two divisions. 


URBAN AND REGIONAL PLANNING 
DIVISION 

The planning and presentation of policy op- 
tions for the orderly and cohesive development 
of the regions of the Province forms the basic 
task of this division. Planning and organiza- 
tional guidelines are instituted to promote more 
effective, responsive and responsible local gov- 
ernment. Three branches have been created to 
fulfil this objective. 


Local Government Organization Branch 
The development of overall provincial policies 
relating to the functions and structure of local 
government is the prime concern of this branch. 
Refining and adopting these policies to satisfy 
local needs and aspirations is also undertaken. 
Additional responsibilities of the branch in- 
clude constant reviewing of all legislation af- 
fecting the municipalities and the development 
of policy for such matters as the role and organ- 
ization of municipal councils, electoral pro- 
cesses, the role and suitability of boards and 
commissions and resident involvement in the 
political process. 


Regional Planning Branch 

The main objective of this branch is to design 
and coordinate the implementation of regional 
plans to achieve optimal economic and social 
potential for each region of the Province. The 
branch provides a framework within which de- 
velopment proposals can be interrelated and 
comprehensive plans for each region can be 
developed. Implementation of the regional 
plans is monitored and modified to reflect 
changes in economic and social conditions. 


Local Planning Policy Branch 

The overall aim of this branch is to develop 
planning policies to provide an optimal planned 
physical environment for local government or 
systems of local services and to secure the co- 
operation of provincial program delivery agen- 
cies to this end. 

This branch is called upon to conduct special 
planning projects and studies, to develop gen- 
eral planning standards and to develop plans for 
such activities as urban renewal and subdivi- 
sions. 


LOCAL GOVERNMENT SERVICES 
DIVISION 

This division was formed to encourage and 
assist local government in effectively and effi- 
ciently achieving a community environment 
whereby local needs and aspirations, consistent 
with provincial goals and objectives may be 
satisfied. The division is based on_ three 
branches. 


Advisory Services Branch 

The provision of advice and assistance to mem- 
bers and staffs of municipalities, local boards, 
commissions and to the general public on all 
matters of concern to local government is the 
basic task of the Advisory Services Branch. 

The branch recommends the use by local gov- 
ernment of effective organizational and manage- 
ment practices and techniques and assists local 
government in taking advantage of the many 
provincial and federal programs available. 


Plans Administration Branch 

The main function of this branch is to advise 
and inform municipalities, private developers, 
industry, the public and other ministries on 
such matters as official plans, subdivisions, zon- 
ing, etc. The branch has the overall responsi- 
bility of ensuring that local government pro- 
grams and community development projects are 
consistent with provincial policy. 


Subsidies Branch 

The administration and payment of all grants, 
subsidies and loans to the municipalities is un- 
dertaken by the Subsidies Branch. In addition, 
the branch is responsible for the administration 
of employment incentives and taxation on pro- 
vincial property. 


NORTH PICKERING COMMUNITY PROJECT 
Responsibility for planning the development of 
the new community of North Pickering has 
been delegated to an interdisciplinary team 


attached to the Urban and Regional Aff 
Program. 

The key members of the team are the co 
dinators drawn from both the public and _ 
vate sectors and representing such disciplines 
sociology, land-use planning, environmen 
planning, architecture, transportation and 5 
vices engineering, economics and administ 
tion. The primary responsibilities of the te; 
include: 


property acquisition; 

the preparation and implementation of 
Plan for Development for the North Pick 
ing Community; 


providing the coordination between all p 
ticipants in the planning process. These. 
clude provincial ministries, municipal g¢ 
ernments, the federal government, pub 
and private agencies, consultants and 1 
public at large. | 


IV — ADMISTRATION PROGRAM | 


This program consists of one division. In i 
tion, six agencies, providing a variety of serv) 
to the Ministry, report directly to the Gen 
Manager of the Program. 
ADMINISTRATION SERVICES DIVISION | 
The range of support services provided by » 
division include the acquisition of goods | 
services, accounting and personnel adminis) 
tion. Three branches have been created. | 
: 
f 


Offices Services Branch 

The aim of this branch is to provide the Mi! 
try with goods and services of a quality cor 
tent with the needs of the operating progra: 
The branch is committed to implementing 
effective system of inventory control, redut) 
the cost of in-house printing and reducing } 
duplication of departmental records. . 
Accounts Branch | 


The responsibility for ensuring that opera} 
personnel receive all necessary accounting || 
port belongs to the Accounts Branch. Its 
ous activities are concerned with the proces}; 
for payment of all accounts, subsidies, gra’s 
travelling expenses, etc., and the maintené? 
of financial records of the Ministry’s revel? 
and expenditures. i 

| 
Personnel Administration Branch 
This branch is responsible for a full rangi? 
personnel services, including recruitment, if 


oo 
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lopment, staff relations, position adminis- 
on and employee counselling. 

1 addition to administrative services, a num- 
of other supportive units report to the 
ral Manager. These include; Program Anal- 
Organization Development, Systems and 
ramming, Legal Services, Library Services 
Information Services. 


ram Analysis 
prime responsibility of Program Analysis is 
sist management in the planning required to 
eve ministry objectives, in the efficient and 
tive allocation and utilization of resources 
in the evaluation of program performance. 
unit also coordinates the planning, pro- 
ming and budgeting process throughout 
Ministry, the Multi-Year Plan and the An- 
Estimates. 


nization Development 
unit was formed to create and maintain a 


ter 
{onourable John White 


Parliamentary Assistants 
ty Minister 


1 Macdonald 
Ministry Central Office - 


coordinated organization and development pro- 
gram to assist management in the continuing 
development of the Ministry to meet changing 
requirements. 


Systems and Programming 

Computerized government cheque-writing sys- 
tems have been developed by this branch, 
which also handles automated storage and re- 
trieval of government financial information. 
The branch also undertakes computerized pro- 
cessing and retrieval of industrial statistics, anal- 
ysis of income tax schemes through computer 
simulation and the development of methods 
and procedures for administrative systems. 


Legal Services 

In addition to providing legal service on all 
aspects of law pertinent to the Ministry, this 
unit prepares legislation, regulations, orders-in- 


Donald Irvine, MPP 
Arthur Meen, MPP 


S. |. Ker Policy Liaison - A. G. Careless 
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council, minister’s orders, contracts and other 
agreements and represents the Ministry before 
various boards and tribunals. 


Library Services 

This unit maintains a reference centre for minis- 
try staff, other government departments and 
municipal officials. Its collection contains ap- 
proximately 50,000 books and reports, 500 
periodical titles, clippings, special files and in- 
dexes on finance, economics, town planning, 
federal and provincial relations, regional plan- 
ning and development and municipal govern- 
ment. 


Information Services 

Communications policy advice, editorial-writ- 
ing, media relations, graphic arts and distribu- 
tion services are provided by Information Ser- 
vices. This unit also handles public inquiries 
about the Ministry’s activities. 
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Selected Economic Indicators 
Leading Indicators 


Average Weekly Hours Worked in Manufacturing, Ontario (Seasonally Adjusted) 
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New Orders in Manufacturing Industries, Canada (Seasonally Adjusted) 
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Building Permits Issued in Ontario, Non Residential Construction (Seasonally Adjusted) 
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Housing Starts in Centres of 10,000 Population and over, Ontario (Seasonally Adjusted at Annual Rates) 
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Coincidental and Lagging Indicators 


Average Yield of 3-Month Treasury Bills, Canada (Last Wednesday of the Month, Not Seasonally Adjusted) 


Employment, Ontario (Seasonally Adjusted) 


Unemployment Rate, Ontario (Per Cent of Labour Force, Inverted Scale, Seasonally Adjusted) 


Index of Motor Vehicle Production, Canada (1961 = 100, Seasonally Adjusted) 
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About the Review 

The feature article for the May/June edition 
of the Ontario Economic Review examines the 
impact of the 1965 Canada-U.S. Automotive 
Agreement on the growth of the Canadian 
automotive industry. The Agreement has re- 
cently been brought to the fore in relation to 
developments in the energy field. 

The export performance of the Canadian 
automotive industry has been outstanding, 
with the export share of industry production 
rising from 8 per cent in 1964 to 74 per cent 
in 1971. The effect on the automotive trade 
balance with the United States was to turn 
around a deficit of $602 million in 1964 to 
a $202 million surplus in 1970. 

The article, which provides a historical 
perspective for the intergovernmental Agree- 
ment, was prepared by N. Kristoffy in the 
Economic Analysis Branch of the Ministry of 
Treasury, Economics and Intergovernmental 
Affairs. Considerable assistance in the drafting 
of the report was provided by Louise Steele of 
the Ministry of Industry and Tourism. 

The article on family allowances, prepared 
by Wendy A. Powell in the Taxation and Fiscal 
Policy Branch, reviews some recent proposals 
by the federal government for a new program 
of benefits to replace the existing family and 
youth allowances. 

Family allowances are examined as an in- 
come security device, and the new proposals 
are viewed in the light of previous reform 
proposals and the federal-provincial setting. 


Indicator Charts, Pages 9-11 
Fluctuations in aggregate economic activity | 
— commonly used to define business cycles 4 
do not necessarily correspond with fluctuatic 
in the individual activities which make up the 
aggregate. Instead different indicatorsof 
economic activity may vary with respect to | 
both their rates of growth and the timing of | 
their peaks and troughs: some may grow mor 
rapidly than others, some change direction } 
sooner. 
Those activities which tend to assume a 
direction in advance of the aggregate — becat 
they relate to future rather than present pro- 
duction — are referred to as leading indicator 
and are widely used to anticipate the short 
future course of the overall economy. The : 
charts on pages 9, 10 and 11 in the Ontario 
Economic Review present a number of these 
leading indicators, as well as several which ar 
coincidental to or lag behind the aggregate, 4 
provide for the reader an opportunity to mal 
such an evaluation. | 
While comparisons of the timing and 
direction of general changes in the various 
indicators can readily be made, great care mu 
be exercised in making such a comparison of | 
the amplitude of fluctuations. Of the three 
vertical scales used — ‘A’ (arithmetic) and 
‘LI’ and ‘L2’ (logarithmic scales with one an 
two cycles respectively over a given vertical 
distance) — only the logarithmic scales can b 
used to compare relative changes in different 
indicators, And this applies only when all ser 5 
being compared are on the same logarithmic 
scale, In such a situation all parallel lines 
represent equal rates of growth, the exact rai 
of growth being determined by the slope of 1° 
line. 
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INTRODUCTION 


2 federal government has proposed major 
nges in the Canadian family allowance sys- 
1. In a working paper tabled in the House of 
mmons on April 18, proposals were ad- 
ced to replace the existing family and youth 
wances with a new and substantially en- 
ed program which would be an essential 
ment of income supplementation in 
jada." 

The federal proposal contains three main 
tures. Firstly, family allowance payments 
id be almost tripled from the current 
rage payment level of $7.21 to an average of 
.00 per month. The average would be re- 
ved from time to time in light of changes in 
Consumer Price Index. Secondly, allow- 
es would be made taxable by including pay- 
its in the taxable income of the parent 
ming the child as a dependent. Lastly, prov- 
s would be given the opportunity to vary 
ment levels according to the age of the 
dren and/or the number of children in the 
ily provided that the average payment in 
province remains at $20 per month per 
d, and that payments do not fall below a 
ain minimum level. 

[wo interesting concepts are introduced in 
federal proposal. Firstly, while the allow- 
2s would be universal, the taxation of allow- 
2s would introduce a degree of selectivity in 
distribution of net benefits. Parents with no 
ible income would retain the full amount of 
ithly payments while upper-income parents 
Id return a significant portion of benefits 
ugh income taxation. Secondly, provision 
provincial flexibility would allow provinces, 
the first time, to determine the precise level 
benefits to be paid under a federally- 
inistered income security program. In 
ry, this provides a framework for provinces 
Iter federal allowances in accordance with 
[ Own social priorities. 

he purpose of this article is to explore the 
‘ground to the newly proposed family 
Wance plan with particular emphasis on 
e areas — the role of family allowances as 
hcome security device, previous reform pro- 
Is, and the federal-provincial context. 


ROLE OF FAMILY ALLOWANCES 


ily allowances are one method of providing 
lar income supplements to families. The 

family allowance programs were intro- 
d in Europe in the late 19th century, by 
loyers, on a voluntary basis to assist em- 
ees in meeting the additional costs of 


raising children. The period 1915 to 1930 
witnessed a rapid increase in the number of 
family allowance programs and the consolida- 
tion of programs in major industries. Beginning 
in 1930, voluntary programs were gradually re- 
placed with compulsory plans. At present, over 
60 countries including all 27 European states, 
have family allowance programs operating on 
either a universal or employment-related basis.” 

Family allowance plans vary in terms of the 
number of children covered, allowance rates, 
and financing methods. More than 80 per cent 
of the plans pay allowances to all children in 
the family; others commence payments with 
the second, third or even fourth child. Less 
than 10 per cent of the plans pay benefits on 
the basis of a means test. A significant number 
of plans use a progressive scale of benefits pro- 
viding increasing payments for each additional 
child in the family. The remainder of programs 
provide equal benefits for each child with a few 
programs varying payments according to age. 
Universal programs are for the most part 
financed from general tax revenues while em- 


ployment-related programs are generally 
financed through a payroll tax paid by 
employers. 


While family allowance programs vary from 
country to country, they generally share the 
common purpose of promoting the well-being 
of children by attempting to reduce the gap 
between family incomes and needs. The under- 
lying argument in support of family allowances 
is that no positive relationship exists between 
income and family need or size, with the result 
that the needs of children may not be met in 
large and lower-income families. 


Opposition to Family Allowances 

Four main arguments have been cited against 
family allowance programs: “(1) Such allow- 
ances may tend to increase the birth rate, espe- 
cially among poorer families; (2) the allowances 
may not be spent on children; (3) the allow- 
ances may tend to depress wages; and (4) a 
large portion of total family allowance pay- 
ments would be to families who by no stretch 
of the imagination are poor’’.? 

It is beyond the scope of this article to 
examine in detail the nature of these argu- 
ments. However, according to existing literature 
on the subject, there appears to be no statistical 
evidence to support the first argument.* With 
respect to the second argument, it is difficult to 
determine precisely how each family allowance 
dollar is spent. However, a number of surveys 
undertaken in Canada shortly after the program 
commenced did indicate that, on the whole, 
family allowances were being spent to improve 
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child welfare.° The third criticism may or may 
not be valid depending on the method of financ- 
ing. In the Canadian program, which is financed 
out of general tax revenues, there is no evidence 
that allowances have had a depressing effect on 
wages. On the other hand, a program financed 
through an employer-payroll tax could con- 
ceivably inhibit wage increases. The validity of 
the fourth criticism is related to the objective 
of the program. If family allowances are in- 
tended to function strictly as an anti-poverty 
measure, then an income-related program is 
clearly more efficient than a demogrant. If 
however, the objective is to redistribute income 
towards children, then a demogrant program 
financed through the progressive taxation of 
personal incomes will, to some extent, redis- 
tribute income in favour of lower-income 
families with children.© Although the demo- 
grant is less effective in redistributing income, it 
tends to be the more popular system for rea- 
sons related to ease of administration and the 
minimization of social stigma. 

In any event, the federal government, in con- 
junction with the provinces, has chosen family 
allowances as the first step in the development 
of a new income supplement policy for Canada. 
The specific form of the proposal is very much 
related to the past debate over alternative plans, 
particularly the Family Income Security Plan. 


Ili - CANADIAN 
FAMILY ALLOWANCE POLICY 


Universal family allowances were introduced in 
Canada in 1945 to meet a number of social and 
economic objectives. Firstly, they were in- 
tended to promote the well-being of children. 
Secondly, family allowances would compensate 
families for the inability of the wage structure 
to take family size into account. Family allow- 
ances would therefore have a direct impact on 
poverty by reducing the disparity between 
family income and family needs. Thirdly, it was 
claimed that the program would bolster income 
and employment during the post-war years by 
raising total consumption expenditures.’ 
Lastly, it was held that a family allowance pro- 
gram financed through the progressive taxation 
of personal incomes would, to some extent, re- 
distribute income from upper-income families 
to lower-income families and from richer prov- 
inces to poorer provinces.® Youth allowances 
were introduced in 1964 to encourage children 
to remain in school up to age 18. 

In recent years, the existing family and 
youth allowance programs have been widely 
criticized. Since payment levels have remained 
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virtually unchanged since the inception of the 
program ($6 a month per child under age 10, 
$8 per month per child aged 10 to 15 and $10a 
month per child aged 16 to 17), while the cost 
of living has more than doubled, family allow- 
ances now have a limited impact in meeting the 
additional requirements of families with 
children. 


Family Income Security Plan 

The federal white paper on income security 
published in November 1970, proposed to re- 
place universal family allowances with a selec- 
tive income-tested Family Income Security Plan 
(FISP).? The FISP was designed to concentrate 
family allowance payments among lower- 
income families and to eliminate payments to 
all families earning over $10,000 annually. 

The FISP proposal went through a number 
of modifications before legislation was intro- 
duced in September 1971. The final plan pro- 
vided for maximum monthly payments of $15 
for children under age 12 and $20 for children 
12 to 17 years of age. Payments would be re- 
duced by 33 cents per month per child for each 
$100 of family income above designated floors. 
For example, a family with two children and 
$7,000 income would receive $202 annually, if 
income rose to $9,000, benefits would decline 
to $44 annually.'° 

The FISP had good arguments in its favour. 
It would have redirected available funds to 
families with children who were most in need. 
Given limited resources and a strict anti-poverty 
objective, this selective system of payments 
would have resulted in a more efficient use of 
available funds. 

However, a number of strong arguments 
were raised in criticism-of the FISP plan. For 
example, the Ontario Government expressed 
concern over the lack of integration of the FISP 
with the personal income tax system. Ontario 
illustrated that the combined marginal rate 
effects of the personal income tax rate schedule 
and the FISP recovery rates on families of dif- 
ferent sizes and various income levels produced 
anomalies and inconsistencies, and in many 
cases, severe disincentives to increase 
earnings.*! 

Another criticism was that the FISP would 
be detrimental to the middle-income group by 
reducing or eliminating their present benefits.'? 
It also was argued that the selective nature of 
the plan would distinguish low-income families 
from upper-income families, and thereby attach 
a stigma to receipt of benefits.!* Moreover, ad- 
ministration of the scheme would be complex 
and expensive relative to the existing program. 


In addition, it was pointed out that in many 
cases, family allowances paid to lower-income 
families would be less than the value to upper- 
income families of tax exemptions for depen- 
dent children. It was argued that the anti- 
poverty objective required more far-reaching 
measures than family allowances.'* 

Recommendations were made to the federal 
government by members of Parliament, by the 
Canada Council on Social Development, and by 
the Royal Commission on the Status of 
Women, that universal family allowances be 
maintained and the recovery of benefits to 
upper-income families be made through the per- 
sonal income tax system, either through the 
normal marginal rate structure or through a 
special taxation scale permitting up to 100 per 
cent recovery.'° The Canada Council on Social 
Development further recommended that chil- 
dren’s exemptions be eliminated. The FISP Bill 
did not pass third reading in July 1972, and was 
not subsequently reintroduced. 


The Castonguay — Nepveu Report 

Shortly after publication of the federal white 
paper on income security, The Castonguay- 
Nepveu Report was published in Quebec.'® This 
report contained far-reaching proposals for a 
comprehensive and integrated income security 
plan. Like the federal white paper, the report 
laid strong emphasis on developing a new 
family allowance system. 

The Castonguay-Nepveu Report recom- 
mended that family allowances cover a signifi- 
cant portion of the costs of child-rearing and 
that the remaining portion be covered by 
general social allowances. Family allowances 
would be paid on a universal basis and re- 
covered from upper-income families by means 
of a separate and distinct taxation scale, incor- 
porated in the income tax form, taking into 
account both family size and income level and 
permitting up to 100 per cent recovery of 
benefits. 

While The Castonguay-Nepveu Report recom- 
mended selectivity within a universal program, 
Bill 286 tabled in the National Assembly in 
December 1971, proposed a selective family 
allowance program similar to the federal FISP 
proposal. The two plans differed mainly in that 
the Quebec plan would provide significantly 
greater benefits to large families. Thus, both 
Quebec and the federal government had made 
substantive proposals for reform of the family 
allowance system. This raised a number of im- 
portant questions concerning federal-provincial 
jurisdiction and administration of family 
allowances. 


IV — FEDERAL-PROVINCIAL RELATIONS 


The background of federal-provincial affairs 
the area of family allowance policy is close 
connected to the recent history of constit 
tional discussions between the federal govey 
ment and the provinces. Over the past decac 
one of Quebec’s social policy priorities has be 
in the area of family allowances. Quebec este 
lished its own Youth Allowance Program thr 
years before a similar program was adopted { 
Canada. In 1967, it implemented a provine 
family allowance system, supplementary tot 
federal program, which combined univer 
family allowance payments with the elimii 
tion of children’s exemptions under the Quet 
provincial income tax. | 

A major issue at the June 1971 Consti 
tional Conference of First Ministers in Victo 
was jurisdiction in the field of social poli 
Quebec unsuccessfully sought changes in 1 
British North America Act which would hi 
given the provinces primary responsibility | 
social policy. Among other things, this wot: 
have provided a basis for independent proy, 
cial family allowance policy. | 

After the Victoria Conference, with the cv 
stitutional question put aside, at least tem), 
rarily, Quebec sought to reach administrat: 
and legislative agreement with the federal g. 
ernment on the specific issue of family alle 
ances. In September 1971, Prime Minis! 
Bourassa requested that the federal governmi| 
include provisions in its FISP Bill to the eff’ 
that federal family allowances could be str 
tured according to provincial family allowaié 
legislation.” Subsequently, the federal gove' 
ment appeared to accept the principle invol’: 
in this suggestion. In March 1972, Prime M: 
ister Trudeau proposed a formula for provinc: 
participation in the design and financing of ¢ 
FISP. The formula provided that a provi't 
could vary federal payments subject to m: 
mum standards in return for financing at le’ 
15 per cent of the cost of the Plan within « 
province.!® When the FISP Bill failed to past 
July 1972, this offer became somewhat é! 
demic, but nevertheless, it set the stage 
things to come. | 

In November 1972, the provincial Minis t 
of Welfare met in Victoria to discuss comn! 
problems in the field of income security (4 
social services. At the conference, Quebec) 
dicated that it had changed its family allowa» 
proposal and was now advocating a systen? 
universal, taxable allowances which wet 
involve the integration of federal and provin’ 
family and youth allowance programs.’*!! 
addition, Quebec indicated that it continue 


ird family allowance policy as the first 
wity in income security reform, a view 
ch was received sympathetically by other 
vincial ministers. The conference com- 
tique stressed the need for a federal- 
vincial review of the income security system 
cited family allowances as one area of 
rediate priority. In addition, it was recom- 
it that provinces should have the adminis- 
ive responsibility in this field.?° 
Shortly after this conference, the Minister of 
ional Health and Welfare announced in 
uary that the federal government intended 
undertake, in conjunction with the prov- 
8, a major review of the income security 
em.?” He also announced that family allow- 
es would be a fundamental part of this 
em and that the federal government was 
pared to move quickly in this area after con- 
ations with the provinces. Subsequently, the 
eral plan was announced and discussed at 
federal-provincial Meeting of Welfare Minis- 
-in April 1973. 


- CONCLUSION 


> federal decision to initiate a major, new 
ily allowance program at the outset of the 


Hon. Marc Lalonde, Working Paper on Social 
Security in Canada (Ottawa: April 1973). The 
working paper outlines a conceptual framework for 
the federal-provincial review of income security 
md advances specific proposals related to family 
wlowances and the Canada Pension Plan. 


For Ontario’s preliminary views on the overall pro- 
cess of income security reform see, Hon. Rene 
Brunelle, Perspectives on Income Security (Tor- 
onto: April 1973). 


With respect to the Canada Pension Plan, Ontario 
published an extensive set of proposals. See Hon. 
John White and Hon. Rene Brunelle, Ontario Pro- 
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See also, Hon. John Yaremko, A Brief Prepared for 
the Special Senate Committee on Poverty (Tor- 
nto: May 1970), p. 28-34. 


federal-provincial income security review is the 
cumulative result of a number of factors. 
Firstly, the existing family allowance system, 
basically unchanged for almost 30 years, was in 
need of reform. Secondly, the decision fol- 
lowed almost three years of extensive review of 
a number of alternative proposals for reforming 
the family allowance system, emanating primar- 
ily from the federal government and Quebec. 
The current proposal reflects a move away from 
more complex alternatives and the placing of a 
premium on simplicity and integration with the 
tax system. 

Thirdly, it became clear that most, if not all 
provinces, strongly supported immediate action 
in the area of family allowances as a first major 
step towards income security reform. Fourthly, 
the proposal reflected a view that perhaps at 
last a mechanism had been found to progress 
towards an accord between the federal govern- 
ment and the provinces, particularly Quebec, in 
the field of social policy. The proposal appears 
to permit Ottawa to retain full command of its 
spending power, and the maintenance of 
national standards, while at the same time it 
creates a framework for the achievement of 
separate provincial social policy objectives. 
How well it accomplishes this dual objective re- 
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mains to be determined. 

It is not without interest to note that there 
is a fifth important factor, hitherto unmen- 
tioned, underlying the federal proposal. That is, 
in the aftermath of tax reform the federal gov- 
ernment had found itself with surplus revenue 
capacity primarily created by extremely high 
growth in personal and corporate income tax 
revenues.” This revenue growth placed the 
federal government in the position of being able 
to propose an $800 million net enrichment in 
family allowances shortly after announcing per- 
sonal income tax cuts with a total value of $1.3 
billion for 1973-74 and increased Old Age 
Security payments costing an additional $290 
million.?3 

The federal family allowance proposal is one 
initial aspect of a proposed major federal- 
provincial income security review which will 
encompass a wide range of income maintenance 
and social assistance programs. As the review 
moves to subsequent stages, it will become both 
more comprehensive and more difficult as new 
and possibly far-reaching program alternatives 
are developed. However, at this stage, it can be 
said that both the style and substance of the 
family allowance proposal have created a sound 
foundation for progress. 
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The Canadian Automotive Industry 


N. Kristoffy, Economist 
Economic Analysis Branch 


I — INTRODUCTION 


The Canadian automotive industry, in the 
shadow of its much larger counterpart in the 
ULS., has a very turbulent history. After the 
industry’s early beginnings at the turn of the 
century, Canada emerged in the 1920's as a 
major vehicle-producing country. During World 
War I and in the early 1920’s, Canada held 
second place in world motor vehicle produc- 
tion. During these years Canada’s automotive 
exports, which were destined primarily for the 
U.S. and the Commonwealth countries, 
amounted to 35 per cent of its production. 

The automotive industry in Canada, essen- 
tially an Ontario industry, declined somewhat 
in the 1930’s, but revived again during World 
War II when over SO per cent of its production 
was exported. Up to this point the success of 
Canada’s automotive industry was due basically 
to its ability to compete effectively in world 
markets. A basic shift in world automotive pro- 
duction followed World War II. As part of an 
effort to rebuild secondary industries which 
were destroyed during the war, nations seeking 
to establish their own export-oriented automo- 
tive industries instituted severe discriminatory 
actions against North American motor vehicle 
manufacturers. 


Post War Performance 

By 1948, the export share of Canadian automo- 
tive production had dropped to 18 per cent, 
and by 1955 it had been further reduced to 4.1 
per cent. Not only was the export share dwindl- 
ing, but the domestic market was faced with 
increased competition from Europe. Despite a 
17.5 per cent tariff, European imports made 
sizeable inroads into the North American auto- 
motive market; from 7 per cent in 1952, their 
share of this market had increased to 26 per 
cent in 1961. 

In the late 1950’s Canada was becoming in- 
creasingly anxious to expand its merchandise 
exports, as there was growing concern that 
Canada’s population was too small to support 
large, efficient industries. Only by producing 
for much larger markets, it was believed, could 
Canada continue to maintain a rising standard 
of living for its rapidly growing labour force. 

Against these developments, as well as the 
deterioration of the industry’s competitiveness 
vis-a-vis European competition, the automotive 
industry was singled out by the Canadian Gov- 
ernment for special investigation. 

The degree of inefficiency in the Canadian 
automotive industry, as compared with that of 
its U.S. counterpart, prior to the Automotive 
Agreement, was reflected in several ways. 
Firstly, motor vehicle prices at the manufac- 
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turers’ level in 1960 were over 10 per cent 
higher in Canada for exactly the same vehicle; 
secondly, employees were paid 30 per cent less 
in Canada; thirdly, and most important, the 
rate of return on invested capital was higher in 
the U.S. than in Canada. This inefficiency re- 
sulted ‘in Canada’s importing 162,000 more 
vehicles in 1960 than it produced. This im- 
balance meant a total deficit on the automotive 
account of $528 million, with automotive prod- 
ucts representing 10.5 per cent of all merchan- 
dise imports, but only 0.1 per cent of all 
merchandise exports. 


The Bladen Report 

In 1960, the Canadian Government appointed 
Professor Dean Bladen as a one-man Royal 
Commission to examine the nature and pros- 
pects of the Canadian automotive industry. 
After an exhaustive investigation, Dr. Bladen 
made several important recommendations 
which were published in April 1961. Although 
only one of his recommendations was adopted, 
the Bladen Report was noteworthy for the con- 
cept of “extended content.” This report laid 
the groundwork for the Automotive Agree- 
ment, which was to be signed four years later. 

In 1961, the Canadian Government chose 
not to adopt the major proposals of the Bladen 
Report, but instead, in 1962, it introduced a 
“duty remission” plan, a move which became a 
most contentious issue in Canada — U.S. trade 
relations. 

Realizing that a potential series of retalia- 
tions brought about by the duty remission plan 
would be wasteful and beneficial to no one, the 
U.S. and Canadian governments began nego- 
tiating in earnest for a solution to the potential 
trade crisis. These negotiations culminated in 
the signing of the historic Automotive Agree- 
ment in early 1965. 


The Automotive Agreement 

President Johnson, in a letter to the President 
of the Senate and the Speaker of the House of 
Representatives, summed up the situation lead- 
ing to the signing of the Agreement: 


“The automotive producers of the United 
States and Canada make up a single great 
North American industry. The same kinds of 
cars, using the same parts, are produced on 
both sides of the border, in many instances 
in factories only a few miles apart. Over 90 
per cent of the automobiles sold in Canada 
are assembled by firms owned in part or in 
whole by United States companies. The men 
and women who work in the plants on both 
sides of the border are members of the same 
international union. 


Tariffs and other restrictions involy 
Canada — United States trade in automo 
products have been the cause of signifie 
inefficiency in this great industry. Cana¢ 
plants produce a great variety of cars, es; 
tially identical with those made in far la 
numbers in the United States. Because 
Canadian market is relatively small, prod 
tion runs have been short, and costs ; 
prices have been high. High costs and pr 
in turn — supported by the tariff and ot 
restrictions — have contributed to keer 
the market small. | 


| 

Historically, Canada’s share in Ne 
American automotive production has lag 
far behind her share in automotive 7 
chases. In 1963, in an attempt to increase 
share of the North American market, | 
Canadian government put into effect ap’ 
involving the remission of tariffs, which’ 
designed to stimulate automotive export) 
number of United States manufactur: 
believing they would be injured by the p: 
called upon this Government to imp: 
countervailing duties. In all probability, s/ 
action would have invited retaliation. | 
were faced by the prospect of a wast: 
contest of stroke and counter stroke, ha? 
ful to both Canada and the United Sta: 
and helpful to neither. Other broader gi 
relations with our Canadian friends wo) 
have suffered serious strain. To avoid suc 
dismal outcome, our two governments b1 
every effort to find a rational solution to | 
problem of the divided industry. The At} 
motive Products Agreement that the Pr} 
Minister and I signed in January is the rel 
of our joint labours. | 


The agreement will benefit both county 
We will have avoided a serious commer 
conflict. Canada will have achieved » 
objective of increasing her automotive }) 
duction. United States manufacturers wil 
able to plan their production to make ns 
efficient use of their plants, whether! 
Canada or the United States. They will :/ 
the price of the tariff, and, over the 1} 
run, we will benefit from the faster gro! 
in the Canadian market which lower pr? 
will make possible.” | 


I 


II — PRODUCTIVITY IN THE CANADIAN 


AUTO INDUSTRY PRIOR TO 1965 | 


One of the fundamental reasons for Can|: 
entering into the Agreement with the U.S. a 
to increase the efficiency and productivity? 


ee —EEEeee 


ee ee 


; 


ee 


omobile production in Canada. While no 
2. data on productivity are available, 
‘re are some measures which indicate the 
adian industry’s poor performance compared 
hh that of the United States. 

The first and most obvious difference, of 
ich all Canadians were aware, was the differ- 
jal in the price of cars. For most models, 
nufacturing list prices were over 8 per cent 
her in Canada than in the U.S. For some 
omobiles, such as the Buick Riviera, the 
ce differential was U.S. $1,124 or 30.4 per 
it. Secondly, Canadian-made automotive 
orts to the U.S. were $96.8 million in 1964 
2.2 per cent of total Canadian exports to the 
ited States. Imports of automotive parts and 
licles, on the other hand, amounted to 13.5 
‘cent of total imports from the United 
ites. 

The third difference relates to the produc- 
ity per worker in the automotive industry. In 
63, the value added per Canadian automotive 
tker was only 69 per cent of that produced 
his U.S. counterpart; accordingly, Canadian 
ge rates averaged about 30 per cent below 
se for comparable jobs in the U.S. 


— THE AUTOMOTIVE AGREEMENT 


e formal Agreement was signed by President 
inson and Prime Minister Pearson on January 
, 1965. The intergovernmental Agreement 
wided for the duty-free movement of most 
icles and original equipment parts. This 
luded specialty vehicles, tires, tubes and re- 
cement parts. Provision was made for 
mination of the Agreement by either party 
lve months after notification of the intent 
withdraw. It was also agreed that a joint 
iew of the Agreement would be carried out 
1968. 

The Agreement specified certain conditions 
the duty-free movement across the border, 
ferent for the two countries. 


e Sole U.S. Condition 

e only safeguard provided for the protection 
the U.S. industry was that automotive prod- 
8 eligible for duty-free import have at least 
per cent Canadian content. This was aimed 
preventing European firms, who had set up 
all assembly facilities in Canada, from using 
lada as a conduit for the duty-free entry of 
ir automotive products into the United 
tes. 


ladian Conditions 
lada’s conditions were much more restrictive 


and severe. Firstly, in contrast to the U.S., 
which in effect permitted free entry of 
specified vehicles at all levels of the distribution 
chain — from manufacturer to retailer — Canada 
limited the right of duty-free importation to 
authorized manufacturers. To be included in 
this group, manufacturers needed to ensure that 
their production-to-sales ratio for each class of 
vehicle in Canada be at least .75, or that 
attained in 1964, whichever was greater. Gener- 
ally, this was intended to assure continued 
growth of the assembly operation in Canada, in 
line with the growth of North American vehicle 
sales in Canada. The main argument for insert- 
ing the ratio floor at .75 was to disqualify 
European or Japanese manufacturers who had 
or might set up manufacturing in Canada. 

The second condition was a requirement 
that Canadian content in vehicles produced in 
Canada be maintained at least at the level 
achieved during the 1964 model year. This was 
a safeguard intended primarily for the benefit 
of Canadian parts producers who might be ad- 
versely affected in the initial stages of the 
Agreement. The formal Agreement thus pro- 
vided for limited free trade in motor vehicles 
and original equipment parts. 

In addition to the Agreement conditions, the 
vehicle manufacturers were required to submit 
“letters of undertaking” to the Canadian Gov- 
ernment. In these letters, the companies gave 
written commitments to the Canadian Govern- 
ment which would guarantee a growth of 
Canadian value added in each year by an 
amount equal to: 60 per cent of growth of net 
sales for cars; 50 per cent of the growth in net 
sales of commercial vehicles sold in Canada; 
plus a total of $260 million by 1968, divided as 
follows: 


$Million! 
General Motors 121.0 
Ford 74.2 
Chrysler 33.0 
American alee 
Others 20.6 
Total $260.0 


The Canadian Government would not sign 
the Agreement without the additional safe- 
guards in the letters of undertaking. It was fear- 
ful that the automotive companies would con- 
tinue to supply the Canadian market from the 
U.S., and still be able to meet the conditions of 
the intergovernmental Agreement. Canada 
wanted additional interim protection for its 
automotive industry until “it would become 


efficient enough to motivate the U.S. auto 
manufacturers to give Canada its ‘fair share’ of 
the continental production.’ 

Since the conditions imposed by the United 
States favoured Canada above other nations, 
the automotive pact violated the GATT Agree- 
ment. A waiver was applied for by the United 
States, and subsequently granted on December 
20, 1965. 


IV — THE ANTICIPATED RESULTS 


Opposition to the Agreement 

While the automotive pact was readily agreed to 
by the Canadian Government, many in the 
United States viewed the Agreement as having 
no beneficial effects to the United States; some 


vociferous opponents, like Senator Vance 
Hartke of Indiana, made the following 
comments: 


“This started out as a rather humiliating 
thing for the United States to be faced with, 
in my opinion, but that is all right. We were 
threatened with unilateral action and then 
we went ahead and came in with this type of 
program (the Agreement). But assuming that 
we forgive and forget what they did, they 
are going to have a larger percentage of the 
market and in addition a larger percentage of 
that market will be Canadian value added. 
The net result in my opinion can mean only 
one thing, a reduction in exports from the 
United States to Canada, and a reduction in 
jobs in the United States, unless the differ- 
ence is made up by increased consumption 
beyond our normal growth pattern.” 


The doubts held by many U.S. government 
officials about the economic consequences of 
the plan were reflected in the slow pace at 
which the U.S. Government proceeded with im- 
plementation of the plan. The Agreement was 
signed by Prime Minister Pearson and President 
Johnson on January 16, 1965, but it was not 
ratified by Congress and the Senate until 
October 21, 1965. 


In Favour of the Agreement 

Proponents in Canada and the U.S. argued that 
the plan was not designed to be one where one 
country would gain at the expense of another; 
the overall benefits would not total zero, but in 
fact both countries would gain. It was predicted 
that the net surplus of U.S. trade in automotive 
products with Canada would be slowly reduced 
from the 1964 figure of $600 million. 
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Price Differentials 

It was also widely believed, though not empha- 
sized, that price differentials between U.S.- and 
Canadian-made cars would be narrowed. It was 
anticipated that Canadian manufacturers would 
increase their rates of return on investment by 
taking advantage of increased economies of 
scale brought about through large-scale integra- 
tion of the North American market. 


Economies of Scale 

Because of economies of scale already present 
in the industry in the United States, disloca- 
tions there were expected to be minor. On the 
other hand, in Canada it was recognized that 
there would be some large-scale disruptions 
throughout the transitional period, to em- 
ployees and producers alike, but the end result 
would be a net gain to Canada as specific safe- 
guards were inserted to guarantee levels of em- 
ployment and production.* The Automotive 
Adjustment Assistance Program was put into 
place to ease such adjustments. 


V — ACTUAL RESULTS 


The Automotive Agreement has been of partic- 
ular benefit to Canada. All the commitments 
made by the automotive manufacturers were 
more than fulfilled. There were, as expected, a 
number of dislocations in the industry through- 
out the rationalization process which affected 
producers and employees alike, but total bene- 
fits have far outweighed costs. 


Production 

i) Improved Efficiency. Large efficiency gains 
were recorded in the Canadian automotive in- 
dustry. This was shown:by a substantial reduc- 
tion in the number of vehicle lines produced in 
Canada with the resulting higher volumes for 
the lines selected for production in Canada. 


ii) Vehicle Production. As is shown in Table I, 
the number of vehicles assembled in Canada 
more than doubled between 1964 and 1971, 
with the result that about 74 per cent of total 
production was exported in 1971, as compared 
with about 8 per cent in 1964. Table II shows 
that Canadian exports of passenger cars rose 
from over 38,000 units to over 885,000 during 
the same period. The domestic production-to- 
sales ratio, which was set at a minimum of 
1.08:1 — the level for the 1964 model year, 
grew to 1.86:1 in 1971. Overall vehicle produc- 
tion in Canada advanced at a compound rate of 
10.8 per cent between 1964 and 1971, as com- 
pared with an annual rate of growth of about 


Table I - Canadian Motor Vehicle Production, 1964-1972 


(Thousand units) 


Year Total Commercial Passenger Ca 
1964 671 sty 560 

1965 847 140 7107 
1966 872 188 685 | 
1967 920 211 708 | 
1968 ale 261 889 | 
1969 S27 301 1,026 | 
1970 1,194 DSS 940 
1971 A Sh7/5) 279 1,096m) 
1972 1,474 320 1,15Smm 


Source: Statistics Canada, Motor Vehicle Shipments. 


2.0 per cent for the same period in the United 
States. Similarly, Canadian automobile produc- 
tion, as a percentage of North American 
production, rose from 6.7 per cent in 1964 to 
11.4 per cent in 1971. Accordingly, the second 
safeguard in the intergovernmental Agreement 
has been met, with a wide margin to spare. 


Table II - Canadian Exports of Passenger Cars 
(Thousand units) 1964-1972 


As a Percentage 


Year Exports of Production 
1964 38.29 6.8 
1965 77.88 10.0 
1966 138.20 26.8 
1967 342.41 48.3 
1968 522.02 58.7 
1969 714.55 69.6 
1970 (83.22 78.0 
1971 821.55 FSO 
1972 885.16 76.7 


Source: SC, Motor Vehicle Shipments. 
Trade of Canada, Exports. 


iii) Canadian Content. The third safeguard, 
which stipulated that Canadian content in 
Canadian-produced vehicles be maintained at 
the level obtained in 1964, has also been ful- 
filled. By 1968, the Canadian content of Cana- 
dian vehicle production was about $100 million 
higher than it was in 1964.° 


iv) Canadian Value Added. The safeguards con- 
tained in the letters of undertaking, which guar- 
anteed growth of Canadian value added in each 
year by an amount equal to 60 per cent of 


growth of net sales for cars, and SO per cen 
growth of net sales of commercial vehicles, } 
a total of $260 million by 1968, were excee’ 


by $396 million.® : 


Employment 
Coincident with a compound rate of growth 
10.8 per cent per annum of Canadian proc. 
tion, and an increase in value added well, 
excess of the safeguards in the letters of uni 
taking and the intergovernmental Agreemi 
employment in the automotive industry, 
Canada grew from 69,300 in 1964 to 100, 
in 1971, at a compound growth rate of 6.3: 
cent per annum. { 

There are three additional statistics wi! 
point to increasing efficiency in the Canac: 
automotive industry. Shipments per product 
worker in Canada grew from $67,530 in 1): 
to $124,890 in 1971 — an increase of 852 
cent. During the same period, value added ? 
manhour grew 54 per cent, and value ad: 
per production worker advanced 46 per ceni 


Price Differentials 
The Canadian consumer has benefited gre | 
from the automotive pact. Cost savings, ml 
possible by the rationalization, were translé\ 
into a decrease in the manufacturer’s price { 
ferential between similar cars in the U.S. i 
Canada. In a statement to the House of Cn 
mons, on May 11, 1972, Mr. Pepin, then Mis 
ter of Industry, Trade and Commerce, ste’ 
that the price differential, measured in !S 
dollars in 1965 on a weighted average basis, 4 
over 8 per cent. By 1970, the price differer4 
was down to 3.5 per cent, and if the Canac! 
dollar had remained unchanged at its .925 fi 


iz 


_————_ 


e of exchange with the U.S. dollar, the price 
ferential would have been 2 per cent in 
72. 

‘Tf the price differential were measured on 
: basis of the Canadian dollar at parity with 
2 U.S. dollar, the Canadian car would have 
en, on average, 15 per cent more expensive in 
65 than a similar car in the U.S. By 1970, the 
9 would have narrowed to 11 per cent, and 
| 1972, when the Canadian dollar had actually 
iieved parity, the differential was about 9 per 
at. 

Either method of measurement, therefore, 
licates that the gap narrowed by about 6 per- 
itage points. However, recent arguments have 
en made that the price spread should be 
‘ther reduced in view of the appreciation of 
> Canadian dollar. 


lance of Payments 
ie single, most visible, Canadian benefit has 
en the shift in the balance of payments from 
large deficit to a small surplus in Canada’s 
jour on the automotive account. Both U.S. 
d Canadian government officials contended 
the time of signing that Canada’s deficit on 
tomotive trade would decline gradually 
low the $600 million deficit recorded in 
64. Since the improvement in Canada’s 
‘our was much more rapid than anticipated, 
2 automotive trade balance has become one 
the most contentious issues in present 
nada — U.S. trade negotiations. 
In 1964, Canada’s automotive exports stood 
$97 million, while automotive imports were 
99 million, leaving Canada with a deficit of 
02 million. By 1970, this deficit had been 
wly erased, and a surplus of $202 million 
s recorded in that year, as Table III indicates. 
In 1971 the surplus almost reached the same 
el as in 1970, but preliminary figures for 
72 indicate a near balance. The above figures 
» somewhat misleading in that they include 
de in snowmobiles, which showed a surplus 
$96 million and $64 million in 1971 and 
72 respectively. Therefore, if snowmobile 
de is excluded from the automotive statis- 
s, Canada was again in a deficit position with 
> U.S. last year. 


— REASONS FOR CANADA’S 
GOOD PERFORMANCE 


recasting automobile sales is a most difficult 
k, as public tastes change very rapidly, and 
‘industry as a whole is subject to significant 
lical swings. Table IV indicates the pattern 
new motor vehicle sales in Canada from 


u 
Table III - Canada’s Automotive Trade with the U.S., 1964-1972 
($ million) 
Year Exports Imports Balance 
1964 97 699 - 602 
1965 246 968 5 py 
1966 884 1,535 - 651 
1967 1,630 2,109 - 479 
1968 2,591 2,923 - 332 
1969 3,440 By Sli Sl 
1970 3,384 3,182 202 
1971 4,119 3,925 194 
1972 4,624 4,619 6 
Total $21,015 $23,471 - $2,456 


Source: External Trade Division, Statistics Canada. 


Table IV - New Motor Vehicles Sales in Canada, 1964-1972" 


(Units) 

Year Total Commercial Passenger Cars 
1964 725,879 109,120 616,759 
1965 830,995 1225279 708,716 
1966 827,431 132611 694,820 
1967 815,307 Sse 72 679,435 
1968 889,453 147,538 741,915 
1969 ITED OS 156,702 760,803 
1970 774,241 133,881 640,360 
1971 940,332 59570 780,762 
1972 1,065,621 206,662 858,959 


1 5 ; 
Includes vehicles manufactured overseas. 


Source: Statistics Canada, New Motor Vehicle Sales. 


1964 to 1972. A critical element in all manu- 
facturers’ plans was to ensure that the commit- 
ment to the Canadian Government would be 
met in the event the industry suffered an un- 
predictable cyclical downturn, as penalties for 
non-fulfilment of commitment were most 
severe. Accordingly, wide safety margins were 
essential for the manufacturers. 

Also, any additional plants planned for 
Canada were to supply the whole North Ameri- 
can market. Since the U.S. automotive market 
is about ten times as large as Canada’s, any new 
Canadian plant additions designed to supply the 
North American market would have a signifi- 
cant, positive effect on Canadian trade flows. 


Surge in Demand for Small Cars 
The Ford plant in St. Thomas, Ontario, built to 
meet the increasing demand for small cars, had 


exactly this effect on Canada’s trading pattern. 
Manufacturers underestimated the surge in 
demand for small cars in North America, and 
thus Canada gained heavily from this fore- 
casting error. If public tastes had changed in 
favour of larger cars, the manufacturers would 
indeed have had difficulty in meeting their 
commitments. 

Every analysis of the impact of the Agree- 
ment on the U.S. trade balance before 1965 
was based on the implicit assumption, that 
while production costs in Canada would 
decline, they would remain above those in the 
U.S. It is this assumption which provided the 
rationale for some of the safeguards upon 
which Canada insisted. This assumption has 
turned out to be invalid.” While a comparison 
of production costs is not publicly available, it 
can be argued that the automotive manufac- 
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turers’ decisions to expand in Canada well in 
excess of their minimum commitments were due 
in part to a decline in Canadian production 
costs compared with those in the U.S. 


VII — PRESENT STATUS 
OF THE AGREEMENT 


In 1971, the United States recorded a sizeable 
deficit in its overall merchandise trade balance 
—the first such deficit this century — and by 
1972, the deficit had increased to $6.3 billion. 
While second quarter figures for 1973 indicate 
that a surplus has been achieved, prospects for a 
continued favourable balance in the future are 
not bright since the United States is becoming 
increasingly dependent on imports to satisfy its 
expanding energy requirements. Since the U.S. 
has seen its previous surplus on the automotive 
account with Canada eroded in the past three 
years, it is unsatisfied with the present state of 
affairs. 


Renegotiation of Agreement 

The automotive pact has been under renogotia- 
tion since 1968, but so far no consensus has 
been reached for changing the provisions con- 
tained therein. The United States contends that 
the Canadian automotive industry has reached a 
sufficient degree of maturity so that the safe- 
guards can be eliminated. It argues that the 
safeguards were originally intended to be of a 
transitional nature, although this point was not 
documented in the original Agreement. 


Removal of Safeguards 

The minimum levels of Canadian production 
and value added have been exceeded, and thus 
the safeguards have lost much of their rele- 
vance. Therefore, the removal of these safe- 
guards, as demanded by some Congressional 
leaders on grounds of principle, is not the main 
stumbling block to a new automotive agree- 
ment. The central issue for Canada is the assur- 
ance of future growth for the Canadian 
industry. 


Canadian Opposition to a 
Totally Free Trade Agreement 
It has been argued that the United States, by its 


1 Carl E. Beigie, The Canada-U.S. Automotive Agree- 
ment: An Evaluation (Montreal: Private Planning 
Association of Canada, 1970) p. 48. 

2 Ibid. 


3 U.S. Senate, Committee on Finance, Hearings on 


population, climate and single language, repre- 
sents a more suitable location for automotive 
plants than Canada. Also, because of U.S. 


, ownership of the industry most major entre- 


preneurial, marketing, engineering and purchas- 
ing decisions are made in the United States and 
are, therefore, more susceptible to direct per- 
suasion by the U.S. Government than by the 
Canadian Government. 

For these reasons Canada is opposed to a 
completely free trade agreement, with no assur- 
ance of future Canadian growth. In the words 
of Mr. Gillespie, the Minister of Industry, Trade 
and Commerce: 


“The effort of the Government will be to 
provide for the future expansion of jobs and 
to secure future job opportunities for Cana- 
dians in any changes there may be in the 


auto pact”.® 


At present, negotiations with the U.S. on the 
automotive pact are continuing, and it appears 
that the United States is most forceful about 
removing the prohibitive 15 per cent tariff 
Canadian individuals must pay on new cars pur- 
chased from dealers in the U.S. However, Mr. 
Gillespie insists that Canada should not remove 
this tariff without obtaining the assurance of an 
adequate share of future growth for the auto- 
motive industry for Canada. 


VII — CANADA’S POLICY OPTIONS 


A number of alternatives relating to the future 
of the automotive industry are open to the 
Canadian Government: 


1. Agree to the U.S. suggestions of eliminating 
all trade barriers between the two countries 
and letting market forces alone decide where 
new investment should be made. 


2. Retain the status quo. 


3. Terminate the Agreement and revert to the 
situation that existed before 1965, and let 
each country make unilateral decisions in 
attempts to improve the competitiveness of 
its industry. 


the Canada-U.S. Automotive Agreement, 89th 
Congress, 1965. 


See page 5, 
5S Beigie, p. 9/. 


4. Eliminate the sources of irritation to t 
United States, but at the same time, devel 
some form of mechanism to guarantee tl 
Canada will obtain a “fair share” of t 
North American industry production, inve 
ment and employment. 


The first option is unacceptable, sin 
Canada would have no assurances whatsoever 
future growth for its industry. Given the risi 
protectionist mood in the United States and 
difficulties in reducing balance of payme 
deficits, there is a strong possibility that U 
parent companies would be persuaded to fave 
the location of new plants in the United Stat 
The registration of the automotive compan 
under the DISC program reinforces this p 
sibility. The second option appears to be~ 
sented in the United States, and the th. 
would invite wasteful retaliatory actions — 
either government and would likely be dis 
trous for the Canadian industry. 

The most suitable option for Canada appe: 
to be the fourth one. The aim of the mee) 
nism should be to limit any potential dislo. 
tions in the industry, and guarantee futt: 
employment opportunities for Canada’s rapiv) 
growing work force. It should also elimin: 
wide fluctuations in Canada’s balance of au- 
motive trade with the U.S. 


IX — CONCLUSION 


The attainment of a near balance in automot: 
trade in 1972 has to some extent taken avy 
the force of arguments for urgent changes: 
the Agreement. In addition, a number of cor» 
sive internal problems in the United States h¢ 
temporarily shifted emphasis away from ¢ 
automotive pact. 

It is expected that the United States 1! 
adopt a somewhat more conciliatory approi 
to negotiations in the future than it has dur¢ 
the past two years. However, a major threat s/| 
looms ahead for Canada: the possibility t' 
the U.S. Senate Finance Committee may ame! 
the President’s trade bill, thereby terminatg¢ 
the Agreement, or at least stipulating a tic 
limit for its present conditions. : 


6 Ibid, p. 92. 
7 Ibid, p. 101. 


8 Canada, House of Commons Debates, Maret! 
1973. ; 
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Total Money Supply, Canada (Average of Wednesdays, Seasonally Adjusted) 
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About the Review 

The July/August edition of the Ontario 
Economic Review features a conditional forecast 
of the Canadian economy to 1985 and the 
Ontario economy to 1980. Large-scale 
econometric models utilizing Statistics Canada 
data and estimates of the Ministry of Treasury, 
Economics and Intergovernmental Affairs were 
employed in projecting on a year-by-year basis 
the course of variables such as aggregate income 
and expenditures, labour force, employment, 
balance of payments items, prices, interest rates, 
and capital requirements and supplies. 

Some of the main preliminary results for the 
present decade are that Canada’s real GNP 
growth would average just over 5S per cent per 
year, while Ontario’s real GPP growth would 
average just over 5.5 per cent per year, that 
Canada’s net foreign trade growth would be a 
primary source of weakness in aggregate de- 
mand, that severe inflation, high interest rates, 
and tight capital markets would prevail, and 
that Canada’s unemployment rate would de- 
cline gradually to 4 per cent by 1980. 

The forecast was prepared by Dr. Clifford 
Jutlah in the Policy Planning Branch of the 
Office of Economic Policy, Ministry of Treasury, 
Economics and Intergovernmental Affairs. 


ford B. Jutlah, Economist 
cy Planning Branch 


Long-lerm Economic Forecast 


for Canada and Ontario 


INTRODUCTION 
3 paper provides the results of a conditional 
nomic forecast for Canada to 1985 and for 
ario to 1980. The forecast is designed to 
vide a background for policy evaluation and 
assist in producing a consensus on future 
ds. In this way, it is hoped to develop in a 
2s of forecasts a quantitative foundation 
nst which to test economic policies and 
mative environments. The results, therefore, 
to be taken as exploratory rather than de- 
tive. 
(he projections here are based on two 
nometric models — modified TRACE (from 
University of Toronto) and ONFORM! 
eloped by the Ministry of Treasury, Eco- 
rics and Intergovernmental Affairs). These 
lels have been employed to provide a sys- 
atic procedure for obtaining a consistent set 
projections for each year for some of the 
‘e important indicators of economic activ- 
The results reported here for Canada are 
od on the TRACE model, while those for 
ario are obtained from the ONFORM 
lel. 


[he exogenous variables have been assigned 
es in their most probable range, and in this 
se the present set of results might be con- 
red a “basic forecast”. Since the use of for- 
econometric models considerably facilitates 
examination of alternative scenarios of 
re economic conditions, numerous experi- 
its were performed to simulate changes in 
cies and in world economic conditions. The 
cast of average growth rates presented here 
ld not be significantly different for small 
nges in the postulated conditions, though 
timing of cycles might be affected. Policies 
ly different from those experienced in the 
t, aS well as dramatic changes in economic 
ditions, constitute separate studies which 
being undertaken to examine specific issues. 
example of such changes is the Mackenzie 
ley Gas Pipeline Project, whose effects are 
part of the basic forecast.” 
[he forecast was prepared in early 1973, at 
ch time the National Income and Expendi- 
» Accounts containing the preliminary 1972 
mates were available from Statistics Canada. 
- econometric models were “tuned” to 
roximate these results and to solve for sub- 
Jent years. Rates of increase calculated for 
2 and 1973 and reported here are, there- 
, based on the models’ solutions for 1972 
er than the actual (or even preliminary) 
2 figures. In general, the discrepancies are 
iciently small to be ignored in the context 
long-term forecast such as this. 


Il — CRITICAL ASSUMPTIONS 


Any view of the future of an economy is condi- 
tional upon the framework assumptions that 
are made in a number of key areas. These areas 
may be broken down into three broad cate- 
gories. Firstly, there are demographic and social 
changes; secondly, government socio-economic 
policies; and thirdly, international conditions. 


1. Demographic and Social Trends 
Demographic data to 1985 provide two essen- 
tial pieces of information: 


e Population — depending upon migration and 
fertility and death rates. 


e Labour force — depending mainly on age dis- 
tribution of population but, to some extent, 
on economic circumstances and _ social 
trends. 


There are clearly some important imponder- 
ables here; but based on past trends and on 
considered opinions as to future attitudes to 
work, employment, retirement, hours of work, 
and vacations, the following assumptions have 
been made: 


i) The fertility rate for Canada and Ontario is 
2.13 children per woman of child-bearing 
age. 


ii) Immigration to Ontario will amount to 
60,000 per year. Of this total, 45,000 will 
come from abroad and 15,000 from within 
Canada, each year. Net migration to Can- 
ada from abroad is assumed to be 100,000 
per year. 


iii) The participation rate for the primary 
population (men 25 to 54 years of age) is 
assumed to 96 per cent. 


iv) The participation rate for the secondary 
population (men 14 to 24, men 55 to 65, 
and women 14 to 65) varies over the fore- 
cast period. This rate is endogenously 
determined since it is related to the rate of 
unemployment and the level of wages. 


2. Government Socio-Economic Policies 

Government socio-economic policies extend 
over a very wide range from the fiscal and 
monetary areas through trade and investment 
to labour and social welfare. Some of these 
components are difficult to anticipate fully, but 
trends and pronouncements may be taken as 
indicators of the broad shape of developments. 
Assumptions about some of the major policy 
instruments which would influence long-term 


economic activity in Canada are outlined 


below: 


i) Taxation rates in all categories are set at 
the levels proposed by the 1972 and 1973 
federal budgets, and as levied by provincial 
and municipal authorities during the latter 
part of 1972. 


ii) Government current expenditures on goods 
and services (total, all levels of govern- 
ment) are projected as a first approxima- 
tion on the basis of demographic trends 
and services provided by the public sector. 
Adjustments were then made on the basis 
of the resulting overall forecast to deal 
with the problem of fiscal drag and to pro- 
duce a new overall forecast. 


iii) Government capital expenditures (total, all 
levels of government) are projected on the 
basis of trends and capital projects associ- 
ated with public services. 


iv) Government transfer payments (total, all 
levels of government) consist mainly of 
transfers to persons and interest payments 
on the public debt but include minor 
items, such as subsidies. Transfer payments 
to persons are first projected on the basis 
of demographic changes and trends in 
social policy and then adjusted to take 
account of forecast economic conditions of 
inflation and unemployment. Interest on 
the public debt is assumed to grow at an 
annual rate of 8 per cent. 


v) Ontario Government outlays at both the 
provincial and municipal levels are assumed 
to grow at the same rate as all government 
spending for Canada as a whole. No distinc- 
tion is made in the ONFORM model be- 
tween current and capital outlays by the 
governments at the regional level. 


vi) The money supply is assumed to increase 
by 10 per cent per year starting in 1974. 
Canadian interest rates are endogenously 
determined. 


vii) Housing policy is represented by the total 
number of units started each year. No ex- 
plicit policy measures are implied by this 
assumption, although there is a general ex- 
pectation that governments will act on 
many fronts to meet these projections. 


viii) Government investment required to com- 
plement resource projects of major magni- 
tude has not been included in the forecast. 
The Mackenzie Valley Pipeline is a major 
project, in these terms, and its implications 
are thus not included in the forecast. 


A Long-Term Economic Forecast 
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3. International Conditions | 

International trade conditions could have a 
significant effect on the Canadian and Ontario 
economies over the next decade or more. World 
trade conditions are particularly difficult to 
predict at this time, and the scenario presented 
here represents only one of many. Some of the 
relevant figures employed in this forecast were 
derived from indications of U.S. forecasters, 
and some were based on historical projections. 
International monetary developments in early 
1973 were incorporated in the patterns of 
change in international variables. The most im- 
portant assumptions about international condi- 
tions that have been made in this forecast are: 


i) U.S. real GNP will grow by about 5.6 per 
cent in 1973, just under 4 per cent in 
1974-75, close to 5 per cent in 1976-77, 
and 4 per cent per year thereafter. 


The price deflator for U.S. GNP will in- 
crease by close to 3.5 per cent per year in 
the period 1973-75 and slightly less there- 
after. 


ii) 


iii) World exports in volume terms will grow 
by more than 7 per cent per year in the 
period 1973-75 and by about 6.5 per cent 


thereafter. 


The U.S. dollar price of world exports will 
increase by close to 4.5 per cent per year 
to 1975 and by about 3 per cent per year 
thereafter. The U.S. dollar price of Can- 
adian imports will follow a similar pattern. 


v) Yields on U.S. Treasury bills and long-term 
bonds are set at 5 per cent and 6.1 per cent 


respectively over the period 1973-85. 


III - PATTERNS OF GROWTH 


In this section, the forecast behaviour of major 
aggregates in the Canadian and Ontario eco- 
nomies is described. The broad picture is pre- 
sented in terms of aggregate output and de- 
mand, employment and income, prices, and in- 
ternational transactions.? The outlook for Can- 
ada as a whole covers not only this decade but 
also the first half of the 1980’s, whereas cover- 
age for Ontario extends to 1980. There are two 
reasons for this. Firstly, the further one looks 
into the future, the more obscure it becomes; 
and while this is true of the factors determining 
the course of both the national and regional 
economies, the obscurity at any given future 
date is more intense at the regional level. Sec- 
ondly, the data base used in developing the 
two-region ONFORM = econometric model 
(which determines the distribution of economic 


Table I — Output and Spending — Canada and Ontario 


(Per Cent Average Annual Growth Rates) 


Note: Computed from 1961 Constant Dollar Values. 


Canada Ontario 
1961-70 1971-80 1971-85 1961-70 197158 
GNP, GPP 5.6 D2 4.9 6.4 5.6 
Consumption Expenditures Sal 5.8 33 5.6 6.6 
Government Expenditures 5.8 4.8 Del 5.8 485) 
Business Investment | 
Residential 4.9 a 0.8 en Ws | 
Non-Residential 5.0 a2 2.4 6.5 4.5. | 
Machinery and Equipment 8.8 6.0 6.5 9.9 5.4 | 
Exports 10.7 5.6 5:6 Lie? 5.6 
: 
Imports oS 6.2 6.0 8.0 6.3 
| 
t 


Source: Based on data from Statistics Canada and estimates by the 
Ministry of Treasury, Economics and Intergovernmental Affairs. 


activity between Ontario and the Rest of 
Canada) is somewhat less than adequate to jus- 
tify forecasting over a rather long period. 


1. Aggregate Output and Demand 

Table I shows the growth rates in the main 
aggregate expenditure variables. Canada’s real 
GNP could increase at an average annual rate of 
5.2 per cent in the 1970’s, as compared with 
5.6 per cent in the 1960’s. It may be noted, 
however, that the 4.9 per cent average for the 
1971-85 period is about the same as that for 
the previous fifteen years. Ontario’s real GPP, 
which recorded a 6.4 per cent average annual 
growth in the 1960’s, will gain 5.6 per cent per 
year in the 1970's. 

It would appear that in the 1960’s the main 
impetus to growth came from business capital 
expansion and a strengthening foreign trade bal- 
ance. This was associated with the Auto Pact 
and a relatively low fixed exchange value for 
the Canadian dollar. Ontario, with its manu- 
facturing base stimulated by the auto industry, 
was the major beneficiary in these circum- 
stances. Automotive exports, mainly to the 
United States, brought the foreign balance to a 
surplus position as the industry grew exponenti- 
ally. 

In the present decade it seems unlikely that 
such momentum will persist. Ontario’s decelera- 


a es en a 


tion would then be reflected in Canada’s ove! 
performance. Business capital expansion is) 
pected to moderate in growth, when coma 
with the 1960’s; and the foreign balance is s 
as exerting some drag on the growth path. 
doubtedly, the currency alignments of | 
1971 and early 1973 could enable Canadi! 
make export gains in markets other than tha: 
the United States. But with the growth in\ 
ports to the United States decelerating, gairi 
other markets are unlikely to be so large a! 
produce the same kind of impact that the A‘ 
Pact made in the 1960’s. Table I suggests th 
unlike the situation in the 1960’s, imp 
could grow faster than exports in the pe: 
1971-85 — especially in this decade — and b 
the slower GNP growth in the 1970’s is lar}! 
attributable to intensified foreign leak 
Counteracting this negative factor to sii 
extent, however, is a somewhat faster growt i 
consumption spending in the 1970’s, relativ!: 
the earlier decade. This is due in part to fi 
reform. 
The forecasting methodology used for i 
study does not presume that the economy 
follow a smooth full employment growth p’ 
Many of the exogenous variables are asi 
grow at variable rates, and the growth path 
endogenous variables then emerge from the 0 
nomic system’s intricate interdependencies i! 


‘ha concurrent and a lagged sense). There is 
‘constraint that markets for goods and ser- 
2s and factors be equilibrated in each period. 
wever, the floating exchange rate is used as 
equilibrating device for the balance of pay- 
nts. Given the possibilities for disequilibrium 
some of the aggregate markets, adjustments 
allowed to work themselves out over time. 
h variable growth rates in exogenous factors 
yosed upon such adjustments, the paths of 
jor aggregates exhibit “cyclical growth” over 
forecast horizon. 
Figure I shows the year-to-year rates of in- 
ase in Canada’s real GNP and Ontario’s real 
P. Strong growth from 1971 to 1974 is ex- 
ted to give way to a marked slowing down 
mut 1975. The next expansion culminates in 
ut 1978, and the growth cycle troughs in 
early 1980’s. During the 1970’s, Ontario’s 
tern of growth is likely to be similar to that 
Canada. If, in the latter half of the decade, 
jor energy developments occur in Western 
1ada, Ontario’s growth may be closer to 
1ada’s average, but the forecast does not in- 
de this factor. 
The pattern of private investment in Canada 
shown in Figure II. The total number of 
ising units started each year is assumed to be 
ut 250,000 until 1977, rising to about 
000 in the early 1980’s. These totals are 
y Similar to those projected by the Eco- 
nic Council of Canada.* The composition of 
se totals, as between single and multiple 
lling units, also follows the Council’s pro- 
ions. It should be noted that much of the 
tility associated with residential construc- 
1 has been removed in the projections for 
| decade. Real residential construction ex- 
ditures, which are based upon housing 
ts, are therefore relatively constant over the 
cast period. Real expenditures on non- 
dential construction and machinery and 
ipment grow unevenly, but the trend in the 
struction component is less steep than that 
nachinery and equipment. The overall result 
he phasing in these categories of investment 
slowing down in 1974 and 1975, rapid ex- 
sion in the rest of the decade, and contrac- 
1in the early 1980’s. 
In the question of regional disparities, the 
cast indicates a faster rate of expansion for 
ario than that for the Rest of Canada. In 
capita terms, Ontario’s real GPP could rise 
n the 1970 level of $3,400 to $5,000 by 
0. For Canada as a whole, per capita GNP is 
ected to increase from $3,000 in 1970 to 
300 by 1980. Despite DREE and other pub- 
neasures, the income gap will thus widen as 
decade closes, but the rate at which Ontario 


will gain over the rest of the country will be 
slower than that during the 1960’s. 


2. Employment and Income 
The growth of the Canadian labour force is not 
exogenously determined in the forecast. As 
mentioned earlier, the primary labour force is 
assumed to be about 96 per cent of the primary 
population (males 25 to 54 years of age)*, so 
that growth in this component depends on 
demographic changes. However, the secondary 
labour force participation rate is related to eco- 
nomic factors; growth in the secondary labour 
force thus depends on both demographic 
changes and economic activity. Figure III shows 
the forecasts for labour force growth in Canada 
and Ontario. The relativeiy high rates of growth 
recorded in the early 1970’s — well over 3.1 per 
cent for Canada and over 3.5 per cent for On- 
tario — are expected to decline in the mid- 
1970’s and to settle at about 2.9 per cent by 
the end of this decade. As Table II shows, the 
difference between the average growth for the 
1970’s and that for the 1960’s will be fairly 
small for Canada, but almost nil for Ontario. 
Employment growth for both Canada and 
Ontario could, on the average, be higher in the 
1970’s than that in the previous decade. Until 
quite late in this decade, the employment 
growth rate is likely to exceed the labour force 
growth rate; but in subsequent years little dif- 
ference in the rates is expected. The patterns of 
employment growth are depicted in Figure IV. 
With these patterns emerging for the labour 
force and employment, it is expected that the 
Canadian unemployment rate will gradually fall 


to about 4 per cent by 1980, and thereafter 
fluctuate around this level. For Ontario, a more 
rapid decline in the unemployment rate in 
1973-75 is forecast; and as Figure V shows, 
from the mid-1970’s onwards the rate will vary 
between 3.3 and 4 per cent. These results for 
Canada and Ontario are attributable to general- 
ly buoyant economic activity as well as a 
slowing down in the growth of the labour force, 
after a period of rapid expansion in the early 
1970's. 

Labour income — wages, salaries, and supple- 
mentary income — will grow in nominal terms 
at an average annual rate of about 11 per cent 
over the period 1971-85. This is sufficiently 
rapid to provide for an increase in real wages 
(using the GNP deflator) of about 3 per cent, 
per year, per employed person in Canada. Net 
corporate profits will fluctuate with the swings 
in activity over the period, but the underlying 
growth factor will be about 7 per cent per year. 

Personal income is forecast to grow at about 
10.5 per cent per year in Canada between 1971 
and 1985. This is still larger than the growth in 
disposable income, despite the fiscal reforms 
implemented in the first few years of the 1970’s 
and the proposed changes for subsequent years. 
However, the difference between the average 
growth rate for personal income and that for 
disposable income is smaller in the 1970’s than 
that in the 1960’s — fiscal reform undoubtedly 
helps to account for this. Using the GNP defla- 
tor, one expects real disposable income per per- 
son in Canada to grow at a fractionally higher 
rate in this decade than the 3.5 per cent average 
annual recorded in the 1960’s. In general, 


Table II — Labour Force, Employment, and Income — Canada and Ontario 


(Per Cent Average Annual Growth Rates) 


Canada Ontario 

1961-70 1971-80 1971-85 1961-70 1971-80 
Labour Force 3.0 3.1 29 Dez Sa 
Employment Sau oS om! 3.3 3.4 
Personal Income! 10.1 10.9 ea 10.7 15 
Personal Disposable 
Income! 8.6 10.4 10.5 9.1 10.8 


1 Computed from current dollar values 


Source: Based on data from Statistics Canada and estimates by the 
Ministry of Treasury, Economics and Intergovernmental Affairs. 
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Percentage Annual Growth of Gross National Product and Ontario Gross Provincial 


Product in 1961 dollars 
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ome growth in Ontario could be slightly 
her than overall growth in Canada, but cyclical 
terns are expected to be much the same. 
Figure VI shows for selected years the dis- 
sition of personal income in Canada. Over 
long term, the portion absorbed in taxes 
ild rise from about 19 per cent in the first 
f of the 1970’s to close to 23 per cent by the 
1-1980’s. This would be mainly at the expense 
consumption spending, whose share is likely 
decline from about 76 per cent in 1970 to 
yut 72 per cent by 1985. 


Prices 

dle Ill summarizes the price aspects of the 
ecast. In general, higher rates of inflation are 
seen in this decade than those experienced in 
last decade. And this prospect stands out 
re than any other in the aggregate picture. 
o factors of fundamental importance to 
s result are the recent international monetary 
ustments and a relatively high utilization 
production capacity at home. Depreciation 
the Canadian and U.S. currencies, vis-a-vis 
jor world currencies from 1971 to 1973, 
| have lagged effects for quite some time 
trices of imports into Canada adjust upwards. 
mestic factors, however, appear to con- 
ute more than international factors to 
inflationary outcome. Activity in which do- 
stic content predominates — residential and 


Table IV — Balance of Payments — Selected Items 


(Billions of dollars) 

Merchandise Services 
Year Balance Balance 
1960 —.15 96 
1965 ali? —1.28 
1970 2.91 —2.02 
1975 1.01 —3.27 
1980 V.97 —5.48 
1985 5259 —8.24 


Current Account 
Balance 
(including Transfers) 


Net Long-Term 
Capital Inflow 


Sls) 93 
Sal 86 

1.04 74 
=1°93 213 
—3.04 S200 
—4:03 4.63 


Source: Based on data from Statistics Canada and estimates by the 
Ministry of Treasury, Economics and Intergovernmental Affairs. 


non-residential construction, government pur- 
chases, and spending on consumer non-durables 
and services — is forecast to show the most 
rapid rates of price increase. The course for the 
rate of unemployment suggests that the econ- 
omy could operate fairly close to capacity for a 
large part of the period, with expected bottle- 
necks and shortages. This will be especially true 


ble II] — Implicit Price Indices — Canada 
4 Cent Average Annual Rates of Change) 


1961-70 1971-80 1971-85 

1P 3.4 4.9 4.8 
nsumption — Durables 1.3 oa 2.0 
— Other oil 4.4 4.6 

sidential Construction 4.1 8.9 95 
n-Residential Construction BS) 6.9 Uke 
chinery and Equipment 2.4 3.6 3.6 
ports 2.0 3.6 Si8) 
ports 21 Sail Sil 
vernment Expenditure — Current 5.7 5.4 3.3 
— Capital 3.4 Sy) Se) 


urce: Based on data from Statistics Canada and estimates by the 
Ministry of Treasury, Economics and Intergovernmental Affairs. 


in the case of construction activity, where the 
supply of skilled manpower is not entirely elas- 
tic. The price deflator for GNP is forecast to 
rise at a 4.9 per cent average annual rate to 
1980, and slightly more slowly thereafter. The 
time pattern of change in this index is por- 
trayed in Figure VII. 


4. International Transactions 
Total exports of goods and services from Can- 
ada can be expected to grow in real terms at an 


“average annual rate of 5.6 per cent between 


1971 and 1985, with the merchandise com- 
ponent somewhat more buoyant than the ser- 
vices component. On the other hand, total im- 
ports of goods and services into Canada could 
grow in real terms at an average annual rate of 6 
per cent over the same period, with merchan- 
dise imports growing slightly more slowly than 
service imports. 

Import prices are likely to follow a similar 
pattern as export prices over most of the fore- 
cast period, with rates of increase fluctuating 
between 2.5 and 5.5 per cent per year. During 
1973-76, however, the rate of increase in im- 
port prices could average close to 4.5 per cent 
per year; while export prices could increase at 
just under 4 per cent per year. These results in 
the near future reflect in large measure the re- 
cent currency realignments. 

Table IV shows selected items in Canada’s 
Balance of Payments for certain years. The mer- 
chandise surplus is forecast to fall during the 
mid-1970’s; thereafter, to rise steadily. How- 
ever, the services deficit increases steadily over 
the forecast period, with the net result that the 
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current account deficit increases to about $4 
billion by 1985. The current account balance — 
as a proportion of GNP — rose from -3.2 per 
cent in 1960 to a maximum of 1.2 per cent in 
1970, but it will fall in the forecast period and 
settle at about -1.3 per cent from the mid-1970’s 
onwards. 

Long-term net capital inflows will be more 
than sufficient to offset the current account de- 
ficit, but increasing net short-term outflows 
characterize most of the period. 

If, as is assumed, the Canadian dollar is 
allowed to float freely, its value in relation to 
the U.S. dollar could gradually decline to a 5 
per cent discount by 1980; thereafter, it is like- 
ly to fluctuate between a 2.5 and 5.5 per cent 
discount. 


IV — THE GOVERNMENT SECTOR 


For the purpose of the forecast, the activity of 
all levels of government in Canada is represent- 
ed in several dimensions. Through the annual 
budget in the National Accounts framework, 
governments are viewed as providers of goods 
and services, employers of resources, and policy 
makers capable of regulating the economy in 
active and reactive ways. Also, through the 
Cash Budget and monetary policy, the financial 
implications of government activity are derived. 
The treatment of the major features of the 
government sector from the National Accounts 
viewpoint are briefly described in this section, 
and the financial aspects are discussed in the 
next section on Capital Markets. 


1. Government Expenditures 

For projection purposes, spending by all levels 
of government on goods and services is disaggre- 
gated according to the economic functions pro- 
vided by the public sector. Essentially, these are 
transportation and communications, health, 
social welfare, education, and all others com- 
bined. 

Based on demographic changes, past trends, 
and anticipated developments, these functions 
will vary in emphasis over the period to 1985. 
The pressure for urbanization is expected to re- 
sult in a 15 per cent annual rate of growth in 
spending on transportation and communica- 
tions, while population demands for health and 
welfare services will lead to a 15 to 18 per cent 
annual rate of growth in spending in these 
areas. On the other hand, with the education 
infrastructure developed in the late 1960’s and 
with a declining proportion of the population 
in the school-age group, spending on education 
could grow by less than 10 per cent per year in 


Table V — Estimated Percentage Distribution of Government Expenditures! 


on Goods and Services 
(Averaged over three-year periods) 


1963-65 1968-70 1973-75 1978-80 1983-85 | 
Transportation and Communications 21.0 15.4 16.8 20.0 22.0 
Health and Social Welfare 6.6 9.0 La 15.6 17.4 | 
Education 1533 28.0 24.0 216 21a 
Other2 oa 47.6 46.5 42.8 39.6%mm 


All levels of government combined. 


2 Includes defence, security, public administration, and some smaller items. 


Source: Based on data from Statistics Canada and estimates by the 
Ministry of Treasury, Economics and Intergovernmental Affairs. 


the forecast period. Consequently, as shown in 
Table V, the proportion of government expen- 
diture on goods and services allocated to trans- 
portation and communications, health and wel- 
fare will increase at the expense of education, 
defence, and public administration. 

Looking at government expenditures on 
goods and services from another angle, one can 
expect the growth in current spending to mod- 
erate from the 13 per cent per year established 
in the early 1970’s to about 10 per cent per 
year in the remainder of the decade and to ex- 
ceed 10 per cent in the 1980’s. Capital spend- 
ing, however, which expanded sharply between 
1971 and 1973 as a stimulative device, is pro- 
jected to follow a more normal 9 per cent an- 
nual growth path from the mid-1970’s onwards. 

Apart from spending on goods and services, 
governments make interest payments on the 
public debt and operate programs mainly in the 
health, education, labour, and social welfare 
areas, which involve transfer payments to per- 
sons. Excluding interest on the debt, transfers 
grew at varying rates (between 15 and 20 per 
cent annually) in the period 1967-72. This 
arose from changes in the health and welfare 
programs and unemployment benefits struc- 
ture, and from increasing unemployment and 
an ageing population. In the years ahead, with a 
better employment performance and some ex- 
pansion in the social security area, transfers will 
increase at rates between 10 and 12 per cent 
annually. The Old Age Assistance component is 
projected to grow by 12 to 16 per cent annual- 
ly as the proportion of beneficiaries continues 
to increase, and built-in adjustments for infla- 
tion take place. 


| 
| 
| 


{ 
It is assumed that in order to provide th, 
community with various economic and soci} 
services, direct employment by governmen 
will grow by just over 5 per cent per year, ar 
that the wage bill for governments will increa') 
by about 11.5 per cent per year in the foreca 
period. 


2. Government Revenues | 
The main sources of government revenues a 
personal income taxes and other direct tax: 
paid by persons, corporate income taxes, i: 
direct taxes, and investment income. Min 
sources include withholding taxes and levie 
such as health care premiums. 

In forecasting revenues, it is assumed th 
tax rates would prevail in accordance with r’ 
cent tax reform proposals and federal budge) 
ary changes. Hence higher levels of deductioi 
and lower tax rates for certain taxpayers as wé| 
as corporations are incorporated in future te 
yields. Also, from 1974 onwards, indexing « 
personal income taxes is assumed. 

In the personal income tax field, it is es! 
mated that the ratio of assessed income to pe. 
sonal income will rise from its present level « 
78 per cent to 83 per cent in 1985, while tt 
ratio of taxable income to personal income Ww 
rise from the present 50 per cent to 60 per cei 
in 1985. Despite indexing (which partially of 
sets inflationary effects on revenues), growth ; 
personal income combined with shifts in th 
distribution of income under a progressive té 
rate structure will generate revenue growl 
averaging over 12 per cent per year betwee 
1973 and 1985. Other personal direct taxe 
such as contributions to government pensi¢. 


Gress ee oe 


is, will grow by about 11 per cent per year. 
lorporate income taxes are forecast to fluc- 
e greatly in the forecast period as the profit 
varies over the cycle. Lower tax rates over 
next few years, combined with the assumed 
inuation of the recent accelerated depreci- 
1 measures, could slow down the growth in 
nue from this source. ; 

tiven the forecast for inflation, indirect 
s, based largely on expenditures on con- 
ption, investment, and imports, will grow 
ibout 10 per cent per year, with a cyclical 
ern imposed by these spending com- 
nts. Investment income from the various 
mment funds will increase by 9.5 to 10.5 
cent per year over the period. 

fecause of these different growth patterns in 
revenue components, the share of personal 
ct taxes in total revenues will increase from 
it 38 per cent at the start of this decade to 
it 46 per cent by 1985, while the share of 
rect taxes will be relatively constant at 37 
cent, and corporate taxes will decline in 
ificance. 


le VI — Government Budget in Relation to GNP 


3. The Surplus-Deficit Position 
Table VI shows for selected years the relation- 
ship between the Gross National Product and 
the combined budget of all governments in the 
National Accounts framework. 

Over the long term, the ratio of government 
spending to GNP is seen to rise slightly, after 
attaining a plateau in this decade. Revenue 
growth is curbed by recent and proposed tax 
policy during 1972-74; thereafter, revenue will 
grow faster than GNP, and the deficits of the 
early 1970’s created by discretionary fiscal 
policy disappear in the mid-1970’s. 

Despite indexing of personal income taxes, 
there still exists a strong tendency for fiscal 
drag in the economy. In this forecast it is 
assumed that government will react with discre- 
tionary measures to deal with potentially large 
surpluses occurring from 1977 onwards. Of the 
variety of measures possible, it is assumed that 
spending on goods and services will be in- 
creased, and that transfer payments to persons 
will be raised in an effort to return some of the 
fiscal dividend to the private economy. The 


1970 171 1975 1980 1985 
(Per Cent) 

nding on Goods and Services er 239), 23.4 DBS 24.8 
urrent Expenditures 19.4 19.7 19.9 20.0 21.4 
‘apital Expenditures Boll 4.0 325 B25 3.4 
osfer Payments 3),2 14.0 14.3 329 14.6 
ransfers to Persons 8.1 oo Sy o9 11.0 
nterest on Debt 3.8 3.8 326 BYS 3.2 
ther 13 Ties 1.0 8 4 
TAL GOVERNMENT EXPENDITURE = 36.3 SIT Se 37.2 39.5 
enues 
ersonal Direct Taxes 113355) 1359 14.3 1/3353) 17.4 
‘orporate Income Tax 3.6 3a/ 3.0 De 2.0 
ndirect Taxes 14.1 14.0 14.0 14.0 13.8 
ther 4.7 4.7 4.5 4.4 4.4 
TAL GOVERNMENT REVENUES 35.9 36.3 35.8 36.4 37.6 
ernment Capital Consumption 
ywances 1.4 jas} 3! 1.4 ihass 
plus(+) or Deficit (—)! 1.0 1 6 6 4 


e Surplus is the positive difference between the 
lowances and Total Government Expenditure. 


Total of Revenues and Capital Consumption 


rce: Based on data from Statistics Canada and estimates by the Ministry of Treasury, Economics 


and Intergovernmental Affairs. 


effects of these measures are reflected in a 
rather balanced relationship between the bud- 
get and GNP over the forecast horizon. 


V — CAPITAL MARKETS 


In this section, certain aspects of the financing 
of Canada’s economic activity to 1985 are con- 
sidered. Under general conditions of monetary 
policy set by the Bank of Canada, the capital 
markets serve in the process of allocating funds 
between borrowers and lenders and provide for 
liquidity of non-monetary financial assets. As 
part of the economic forecast, the financial pic- 
ture is summarized in terms of Canada’s overall 
capital requirements and the availability of do- 
mestic savings, interest rates, governments’ fi- 
nancial positions, the financing of private busi- 
ness investment, and mortgage financing. 


1. Aggregate Investment and Saving 

Gross Capital Formation in Canada could grow 
in nominal terms at an average annual rate of 
about 9 per cent to 1985. Such growth, how- 
ever, will take place with fluctuations not un- 
like those of the past. These fluctuations will 
reflect essentially the variations in real invest- 
ment (shown in Figure II) as prices seem to 
move steadily upwards. Government capital 
formation, which is assumed to grow by about 
9 per cent over most of the period, and resi- 
dential construction, which is based on the ex- 
pected number of housing units started, are 
projected to follow smoother trends than those 
of the past. 

Spending by business on plant and equip- 
ment and inventories, however, will exhibit his- 
torical volatility. This is because the equations 
used for predictions of real investment incor- 
porate the past behaviour of the utility and 
resource sectors (as well as manufacturing and 
services), and foreseeable expansion patterns in 
power plants, transportation, and resource 
development are well within our realm of ex- 
perience. As mentioned earlier, the one major 
exception is the Mackenzie Valley Gas Pipeline 
Project, whose effects are excluded from the 
forecast. 

Gross public and private investment in hous- 
ing, plant and equipment, and inventories will 
total $127 billion between 1971 and 1975, 
$195 billion between 1976 and 1980, and $307 
billion between 1981 and 1985. Table VII 
shows the breakdown of these totals between 
the public and private sectors, and among the 
various categories of investment. It does not 
seem that the public share will change signifi- 
cantly in relation to the private share of fixed 
investment. 
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Table VII — Gross Investment and Saving in Canada 


(Billions of Current Dollars) 


1966-70 1971-75 1976-80 1981-85 
Government Gross Fixed Investment NS) 21 3y 49 
Private Gross Fixed Investment 67 100 158 249 
Residential Construction 16 29 45 70 
Non-Residential Construction 24 34 55 84 
Machinery and Equipment 27 a” 58 95 
Total Gross Fixed Investment 82 Al 190 298 
Inventory Change 3 6 5 9 
Total Gross Investment 85 DF 195 307 
Gross Domestic Saving 83 120 183 289 
Foreign Saving 2 1 12 18 


Source: Based on data from Statistics Canada and estimates by the Ministry of Treasury, 


Economics and Intergovernmental Affairs. 


Gross Domestic Saving in Canada could 
amount to $120 billion in the period 1971-75, 
$183 billion in the period 1976-80, and $289 
billion in the final five years of the forecast. 
Most of the saving is likely to come from capi- 
tal consumption allowances, whose share could 
rise from 53 per cent in the early 1970’s to 60 
per cent by the mid-1980’s. Personal saving will 
account for a relatively constant 24 per cent of 
domestic saving. The remaining proportion (at- 
tributable to undistributed corporate profits 
and government saving) will fluctuate down- 
wards. 

Canada’s domestic saving could thus fall 
short of its investment requirements over the 
forecast period and the country could be a net 
user of foreign resources. Net new inflows of 
foreign capital in the form of long-term debt 
and equity investment in the Balance of Pay- 
ments are forecast to represent 5.5 to 6 per 
cent of Canada’s gross investment needs. 


2. Interest Rates 
The forecast assumes that the Canadian money 
supply (currency and bank deposits held by the 
public) will grow at a 10 per cent average an- 
nual rate from 1974 onwards — a marked slow- 
ing down from the recent past. International 
monetary conditions are represented in the 
forecast by exogenous U.S. interest rates and a 
weighted average value of major foreign curren- 
cies vis-a-vis the U.S. dollar. Canadian interest 
rates and exchange rate in relation to the U.S. 
dollar are endogenously determined by both 
domestic and foreign influences. 

In general, the forecast period is character- 


ized by high interest rates in Canada. The aver- 
age rate on long-term (over ten years) Govern- 
ment of Canada bonds will be between 7.75 
and 8 per cent until the mid-1970’s; thereafter, 
it will fluctuate downwards to about 7.25 per 
cent in the early 1980’s. The Government of 
Canada three-month Treasury Bill rate will fol- 
low a similar pattern as the long rate, with the 
former being about 200 basis points below the 
latter throughout most of the period. 

In the absence of major currency crises in 
the years ahead, it is expected that a more nor- 
mal historical relation between Canadian and 
U.S. interest rates will be obtained. The Cana- 
dian Government bill and long bond rates will 
be higher than their U.S. counterparts, with a 
differential of 50 to 100 basis points in bill 
rates, and 100 to 150 basis points in long bonds 
occurring in most of the period. These relation- 
ships are shown in Figure VIII. 

Inflation on an international scale is likely to 
be quite severe until the mid-1970’s as coun- 
tries attempt to adjust to the major exchange 
rate changes of the recent past. One of the most 
obvious forms of the adjustment process is the 
speculative conversion of excess U.S. dollars in- 
to real commodities. It will take some years for 
these effects to work themselves out, and Cana- 
da, with such an open economy, cannot entire- 
ly escape the consequences. Furthermore, in 
Canada, the pressures of urbanization and 
supply inelasticities could contribute to infla- 
tion in the goods and services not international- 
ly traded, for example, housing. 

Under such conditions we can expect the 
high inflation factor forecast for Canada — over 
5 per cent per year to 1975 and between 4 and 


5 per cent in most other years in the GNP p 
deflator — to be built into interest rates, 
other words, the level and pattern of inte 
rates will reflect considerably the inflation 
environment. 

Long-term borrowers issuing fixed inte; 
obligations could in future experience consi 
able difficulty in raising funds as len¢ 
attempt to hedge against inflation. Provin 
municipalities, and corporations could be 
strong competition for whatever long-te 
funds are available. Mortgage funds, though 
a renewable five-year basis for housing, co 
command higher interest rates than those in 
1960’s as the whole structure of rates is eleva 
above historical levels. 

It may be possible to alleviate some of 
problems of cost and availability of funds 
Canada’s capital markets through faster groy 
in the money supply. However, such gene’ 
ized monetary policy seems to be losing 
effectiveness in controlling interest rates. F 
thermore, if such a policy could lower rates 
the short end of the market, it would engen 
more inflation which would be built into li 
rates. Long-term borrowers would face ane‘ 
more difficult situation. Monetary policy in. 
years ahead will probably have to assume m. 
selective forms through moral suasion or r 
legislative powers in assisting the capital n: 
kets in allocating funds according to pol. 
goals. Alternatively, public institutions, suck 
the Central Mortgage and Housing Corporat: 
and the former Industrial Development Ba’ 
may be used more vigorously to meet the spi! 
fic needs of housing and small businesses. 


3. Government Financial Position 
As has been indicated earlier, the combir: 
governments in Canada will be running defi: 
until the late 1970’s; thereafter, surpluses «< 
deficits will alternate.© One may now consi: 
some financial aspects of these budgetary pt- 
tions. | 
Between 1966 and 1970 the combir | 
governments consistently showed National :- 
counts surpluses ranging from $0.2 billion ) 
$1.2 billion — totalling about $3.6 billion) 
those five years. Since the Canada and Quel? 
Pension Plans, introduced in 1966, ran s- 
pluses totalling about $4.9 billion to 1970, is 
clear that these Plans brought about a mass? 
shift to compulsory saving and offset an oth- 
wise $1.3 billion in deficits by the combin! 
governments over the period. It is estimat! 
that these two Pension Plans will contribi? 
total savings of about $6.8 billion from 1971) 
1975, $8.5 billion from 1976 to 1980, and $) 


| 
| 
| 
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ANTEREST RATES DIFFERENTIALS BETWEEN U.S. AND CANADIAN 
GOVERNMENT SECURITIES 


| AVERAGE YIELD ON LONG-TERM GOVERNMENT OF CANADA BONDS 
ou MINUS AVERAGE YIELD ON LONG-TERM U.S BONDS in percentage points 


ee =CANADIAN BILL RATE MINUS U.S. BILL RATE (90 DAYS) 
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billion from 1981 to 1985 to the position of 
the combined governments. The marked slow- 
ing down in the rate of growth of these sources 
is attributable to the faster growth of benefits 
paid, compared with contributions received. 


Despite the surpluses in these Pension Plans, 
the combined governments in Canada are fore- 
cast to show deficits totalling $3.7 billion from 
1971 to 1975, a surplus of about $0.5 billion 
during 1976-80, and an approximate balance 
from 1981 to 1985. Adjusting the National Ac- 
counts budget position to a cash basis by taking 
account of financial transactions, such as loans 
and advances made by governments, and assum- 
ing no foreign exchange financing because of 
the floating Canadian dollar, one finds that 
governments’ net financing requirements will be 
about $21 billion from 1971 to 1975, a similar 
amount from 1976 to 1980, and about $28 bil- 
lion from 1981 to the end of the forecast 
period. 


Canada Savings Bonds (at $11 billion out- 
standing in early 1973) were a major federal 
instrument of financing in the period 1970-72, 
with about $4.4 billion net raised this way. If 
one optimistically assumes this same kind of 
success in future, the combined governments 
will have to obtain from net new security issues 
about $10 billion in the period 1971-75 (com- 
pared with $6.6 billion in the period 
1966-1970), $13.5 billion from 1976 to 1980, 
and $22.5 billion in the period 1981-85. 


Hence, governments are likely to finance in 
the capital markets considerably more heavily 
in future years. Since the federal government 
can rely on the Bank of Canada and since it has 
been vacating the long end of the market in 
favour of Savings Bonds, it is the provinces and 
municipalities that will have to float their issues 
in the long market. It appears that the domestic 
market might not be able to meet the require- 
ments foreseen, but even if about half of the 
needs are raised abroad, the domestic markets 
would be under considerable strain. This predic- 
tion is entirely consistent with the high interest 
rate structure that has been forecast, and it is 
inextricably tied up with the general question 
of revenue sharing among the different levels of 
government in Canada. 


A further problem on the horizon relates to 
liquidity in the economy and the implications 
for debt operations and monetary policy. At 
the federal level, the average term to maturity 
for marketable securities held by banks and the 
public fell from 8.5 years in 1961 to 4.5 years 
in 1972. Of the public’s holdings of such securi- 
ties, about 45 per cent is now less than 5 years 
to maturity. Also, of the total federal debt held 


by the public, Canada Savings Bonds now ac- 
count for about 67 per cent, as compared with 
40 per cent in 1961. The Canadian economy is 
in a highly liquid state, and unless the trends 
change, it implies that the monetary authorities 
will have considerable difficulty in managing 
the reserves of the banking system. Further- 
more, debt operations in an increasingly thin 
market for long-term government securities 
would be quite unsettling if actively pursued as 
a means of influencing the structure of interest 
rates. This supports the view that in order to be 
effective, monetary policy conducted through 
the capital markets will probably adopt mea- 
sures which are selective with respect to policy 
goals rather than measures which are aggrega- 
tive and generalized. 


4. Business Finance 

The private business sector is likely to require 
about $105 billion for 1971 to 1975, $162 bil- 
lion for 1976 to 1980, and $257 billion for the 
remainder of the forecast period to finance in- 
ventories and capital expansion. An increasing 
proportion of these needs are expected to be 
met by internally generated funds. The private 
sector capital consumption allowances and un- 
distributed profits are seen as covering 63 per 
cent of business capital requirements from 
1971 to 1975, 72 per cent in the period 
1976-80, and 74 per cent from 1981 to 1985. 


This indicates that the capital markets will 
decline in relative significance as a source of 
business finance. Among the main factors re- 
sponsible for this are the growth in depreciation 
reserves permitted by tax laws, high market 
rates of interest, and increased affiliate finan- 
cing. Despite the declining significance of 
outside financing, however, it will still be true 
that the capital markets will play an important 
role in providing investment funds. 


In the five years ending 1972, corporate net 
bond and equity financing averaged $1.8 billion 
per year, with more than 86 per cent being is- 
sued in the Canadian market. In the years 
ahead, with provinces and municipalities inten- 
sifying their search for market funds, the ability 
of corporations to raise funds at home will 
depend crucially on the resolution of intergov- 
ernmental financing and on the extent to which 
governments might shift to offshore sources. 


With rising interest rates forecast and with 
long-term fixed interest obligations finding dis- 
favour with lenders, the business sector may 
have to rely more heavily on bonds with a con- 
vertible feature as a long-term vehicle; also, 


bank loans could increase in significance as 
method of financing. 


5. Mortgage Financing | 
The total demand for mortgage funds is ger 
rated from residential construction, busin 
construction, and land development. With t 
growth in construction over the forecast peric 
with changes in land prices, and with the trey 
to a lower down payment-to-cost ratio { 
housing, the annual demand for mortgage fun 
is expected to grow from about $4.4 billion 
1970 to $11.4 billion in 1975, $16.5 billion 
1980, and $22.5 billion in 1985. In the resp¢ 
tive five-year periods between 1971 and 19¢ 
total mortgage funds required are forecast. 
amount to $47 billion, $71 billion, and $1) 
billion. The proportion of these totals requir 
for new housing will rise from 65 per cent to’ 
per cent over the period. / 

The total supply of mortgage funds com 
from the traditional lending institutions — 
banks, life insurance companies, trust and lo’ 
companies — as well as other corporations, pi 
sons, and government. It is estimated that ass 
growth of private financial intermediaries w 
be just over 10 per cent average per year in t. 
forecast period, while mortgage assets will are 
at a slightly higher rate. Also, the estimate | 
CMHC mortgage holdings indicates growth — 
an annual rate of about 8.5 per cent over t_ 
period. With such conditions and the minor rc 
played by other lenders in providing new func, 
a shortage of mortgage funds averaging abo. 
$1 billion per year is forecast for the peri. 
1973-85. 

To narrow this gap, one possibility is for t 
federal government to double its present len. 
ing effort through CMHC. Other possibilit), 
which might involve shifts in government bu: 
getary expenditures towards housing or whi! 
might improve the flow of funds into mortgag’ 
through enabling legislation will need to be 
plored and implemented. Real estate inve 
ment trusts and future mortgage investme’ 
corporations (relatively new sources of mo 
gage financing) will probably attract some ne 
funds from other areas of the capital marke | 
thus producing a redistributive rather than }- 
cremental effect on the supply of capital fun. 
Even so, their impact on the mortgage financi ; 
gap is unlikely to be substantial. Unless the g 
narrows significantly, mortgage rates might ri 
to unprecedented levels during the 1970's, ai 
the spread between mortgage rates and bor 
rates might have to increase in order to indu. 
private lenders to channel more of the eco, 
omy’s savings into mortgages. 


INFORM is a two-region (Ontario and the 
Rest of Canada) model estimated from an- 
qual data for 1950-69. It bears no relation 
to the Ontario model described in the Ont- 
ario Economic Review, March 1971, Special 
Supplement. 

The effects of this project will be dealt with 
n the November/December 1973 issue of 
| 


: 


the Ontario Economic Review in an article 
entitled “The Economic Impact of the 
Mackenzie Valley Gas Pipeline Project’, Pol- 
icy Planning Branch, Office of Economic 
Policy, Ministry of Treasury, Economics and 
Intergovernmental Affairs. 

Income and expenditure levels for Canada 
and Ontario are shown for selected years in 
the Appendix. 


4 Economic Council of Canada, ‘The 


Economy to 1980: Staff Papers” (Ottawa: 
Information Canada, 1972). Paper No. 5. 
Projections of the age distribution of 
Canada’s population to 1985 were obtained 
from Statistics Canada. 

These deficits and surpluses are in the 
budget’s National Accounts form. 
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ie A-1 — Canada’s Gross National Expenditure, Selected Years! 


llions of Current Dollars) 


| 1971 1975 1980 1985 


| 

| 

sonal Consumption Expenditures 54.0 83.2 SOD IOUCY 
yvernment Current Expenditures on 

s0ods and Services 18.5 28:2 45.1 74.6 
vernment Gross Fixed Capital 

formation 3.8 4.9 WS 11.6 
vate Gross Fixed Capital 

7ormation 16.8 23.5 39.4 58.4 
ports of Goods and Services Dead 52.0 50.5 76.9 
s: Imports of Goods and Services —22.1 —34.3 —54.0 —81.5 
1er Expenditure” a 3.9 eal oD 
OSS NATIONAL EXPENDITURE 93.4 141.4 225.8 347.2 


171 Actual, Other Years Forecast. 
alue of Physical Change in Inventories plus Residual Error of Estimate. 


ble A-2 — Ontario’s Gross Provincial Expenditure and Income 
Selected Items in Selected Years! 
llions of Current Dollars) 


1971 1975 1980 
rsonal Consumption Expenditure 21.8 34.1 3652 
vate Gross Fixed Capital Formation 6.6 9.4 16.1 
ports of Goods and Services ital! 16.0 25-2 
ss: Imports of Goods and Services —9.1 —14.2 —22.3 
her Expenditure? 76 1335 PID 
,OSS PROVINCIAL EXPENDITURE 38.0 58.8 97.4 
IT PROVINCIAL INCOME 28.8 45.7 MD 
RSONAL INCOME 30.0 48.3 80.1 
RSONAL DISPOSABLE INCOME 23.4 Seo 60.9 


971 Estimate, Other Years Forecast. 
um of Government Expenditures, Interprovincial Trade Balance, Inventory Change, and 
‘esidual Error. 
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Table A-3 — Canada’s Gross National Expenditure, Selected Years! 
(Billions of Constant 1961 Dollars) 


1971 fs) 1980 1985 
Personal Consumption Expenditures 41.6 54.1 69.7 86.2 
Government Current Expenditures on 
Goods and Services 11.0 13.4 16.4 GM Wes 
Government Gross Fixed Capital | 
Formation 2.6 3.0 3.8 4.9 , 
Private Gross Fixed Capital | 
Formation 12.0 1322 16.8 1932 
Exports of Goods and Services 18.2 ey, 29.8 Som) 
Less: Imports of Goods and Services 179 23.8 31.6 41.0 
Other Expenditure? 2 8 12 1.8 
GROSS NATIONAL EXPENDITURE 67.8 83.1 106.1 130.8 


LOZ] Actual, Other Years Forecast. 
2 Value of Physical Change in Inventories plus Residual Error of Estimate. 
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Table A-4 — Canada’s National and Personal Income, Selected Years! 
(Billions of Current Dollars) 


197] 1975 1980 1985 


Wages, Salaries, and Supplementary 


Labour Income 21:3 78.8 1257 11Q)S).35 
Military Pay and Allowances ag iI 165) Dol 
Corporation Net Profits Before Taxes 9.0 137 22.6 27.5 
Other Income and Inventory 
Valuation Adjustment a Ad Mes! See 
NET NATIONAL INCOME 70.4 108.3 7 Pel 258.0 
Indirect Taxes Less Subsidies 12.3 18.9 30.7 47.1 


Capital Consumption Allowances 
and Miscellaneous Valuation Adjust- 


ments plus Residual Error of Estimate 10.7 14.2 24.0 42.1 
GROSS NATIONAL PRODUCT 93.4 141.4 225.8 347.2 
PERSONAL INCOME 73.4 LZ? 17972 278,35 
PERSONAL DISPOSABLE INCOME 59.3 91.1 142.3 215.1 


17197] Actual, Other Years Forecast. 
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Some Policy Considerations 


About the Review 

The article for the September/October edition 
of the Ontario Economic Review examines 
some of the major implications which projected 
demographic trends to the 1980’s are likely to 
have for the development of government 
policies in Ontario. 

Ontario’s population, which stood at 7.7 
million in 1971, is expected to increase to be- 
tween 9.3 and 9.9 million by 1986, an annual 
increase of 1.3 to 1.7 per cent. This is a lower 
rate of growth than that recorded between 
1961 and 1971, when it averaged 2.1 per cent 
per annum. A significant factor in this reduced 
rate of population growth is the lower fertility 
rates forecast for the 1970’s than those prevail- 
ing in the 1960’s. The most unpredictable 
element in the population increase is migration, 
about 75 per cent of which is likely to come 
from abroad. 

The article also indicates that the labour 
force is expected to grow from 3.2 million in 
1971 to between 4.3 and 4.5 million by 1981; 
thereafter, the rate of growth is expected to 
ease. The proportion of elderly people in the 
population is expected to increase more rapidly 
than the population as a whole, while the 
school-age population is likely to decline. In 
addition, about 90 per cent of Ontario’s popu- 
lation is expected to be living in urban areas by 
1986. 

These demographic changes have important 
implications for public expenditures in policy 
areas such as housing, health, education, em- 
ployment, and transportation. Some of the 
major policy considerations are discussed in the 
article. 

The article was prepared by Messrs. D. C. 
Dallimore and B. Lampert in the Policy Plan- 
ning Branch, Office of Economic Policy. Par- 
ticular use was made of “Ontario Short-Term 
Population Projections, 1971-1986”, produced 
by the Economic Analysis Branch, and the 
authors acknowledge the contribution made 
by that branch in the drafting of the article. 


}, Dallimore and B. Lampert, Economists 
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POPULATION 


‘rate of population increase in Ontario has 
wn sharp acceleration in the post-war 
od, reaching a peak of 4.3 per cent in 1957. 
topped between 1961 and 1971 to average 
per cent, and in 1971 the population total- 
7,703,105, an increase of only 1.6 per cent 
2970. 


“he population of Ontario could vary in 
6 from 9.3 million, with a net gain from 
ration of 30,000 per year (low projection), 
1.9 million, with 60,000 net migration (high 
ection). This would represent an annual 
vth rate for the whole population of be- 
en 1.3 per cent and 1.7 per cent during the 
cast period. These projections are based on 
iedium fertility assumption which antici- 
ss that the 1971 fertility rate of 2.2 will 
tinue falling at a reduced annual rate, 
hing the level of 2.1 by 1986. It is expected 
the rate of net migration, which averaged 
00 per year between 1961 and 1971 and 
sh was estimated to decline to 50,000 in 
1-72, will likely continue higher than the 
-term average of 30,000 per year. However, 
not expected to exceed 60,000 per year. 


ility 
total fertility rate in Ontario reached a high 
1960 of 3.8, which means that on average 
y woman produced 3.8 children during her 
l-bearing years. Since then, fertility rates 
declined to about 2.2, so that it is esti- 
2d that Ontarians are now only slightly 
er than reproducing themselves. It is ex- 
ed that mortality rates will continue the 
d of decline shown over the long-run of 
years, although very slowly, as there 
ars to be little scope for further reduction. 
er present conditions of mortality, a total 
lity rate of 2.13 is required to replace the 
ation, excluding the migration factor. 


lespite a projected decline in the fertility 
_ the number of births per year is expected 
icrease steadily to 1986. This is a reflection 
Steady rise, although at a continuously de- 
ng rate, in the number of women in the 
t fertile age group, 20-29, during the same 
period. Thus, the effect on population of 
decline in fertility per woman will be more 
offset by the increased number of women 
leir early child-bearing years. The forecast 
ine in fertility rates is likely to be reflected 
decline in average family size from the peak 
6 persons reached in 1961 and 1971. 


Migration 

This is the most volatile factor in Ontario’s 
population growth and is the most difficult to 
forecast. It is the net sum of two elements: 


i) The number of immigrants from abroad to 
Ontario minus the number of emigrants. 


ii) The number of migrants to Ontario from 
other provinces minus the number of 
migrants to other provinces. 


During the 20th century, net migration has 
been responsible for 37.5 per cent of the popu- 
lation growth in Ontario. Clearly, changes in 
federal immigration and manpower relocation 
policies can have a tremendous impact. Table I 
indicates the gain in Ontario’s population from 
migration for each decade of this century. The 
increase from 1951 to 1971 — 1,292,000 — is 
particularly noteworthy and represents 62 per 
cent of all migrants to Ontario between 1901 
and 1971. 


Table I — Net Migration into Ontario, 


1901-1971 
Number of 
Years Migrants 
1901-1911 132,000 
1911-1921 110,000 
1921-1931 154,000 
1931-1941 78,000 
1941-1951 305,000 
1951-1961 686,000 
1961-1971 606,000 
Total, 1901-1971 2,071,000 


Source: Net migration into Ontario by decade 
estimated by Ministry of TE & IA, and 
based on Census data by Statistics 
Canada. 


If it is assumed that net migration into 
Ontario will continue at the 1961-71 annual 
average rate, a gain to Ontario of 60,000 per 
year could be expected. This would include 
some 45,000 from net foreign migration and 
15,000 from net inter-provincial migration. 

However, the net gain to Ontario of about 
60,000 per year may be rather high for a sus- 
tained rate over any long period. The growth in 
the working age population may influence 
federal immigration policies and result in some 
reduction in immigration from abroad. Inter- 
provincial migration is not subject to govern- 


mental regulation but is strongly influenced by 
the levels of economic opportunity in respec- 
tive provinces. Since the war, Ontario has expe- 
rienced a large favourable balance in the inter- 
provincial exchange of migrants, because of 
continued economic prosperity in the province. 

This trend is likely to continue, but at a 
slower pace, particularly since British Columbia 
and Alberta have begun to attract increasingly 
larger proportions of migrants from other prov- 
inces. In addition, a changing economic situa- 
tion in Quebec and the Atlantic Provinces may 
influence the propensity to migrate among their 
population. Furthermore, social security, in- 
come maintenance, and income redistribution 
policies could also lessen migratory trends 
within the country. 

Because of the uncertainties inherent in 
making precise migration forecasts, population 
projections contained in this article are based 
on two sets of assumptions concerning migra- 
tion. One set of projections — the low projec- 
tion — assumes a net migration of 30,000 per 
annum; the other — the high projection — 
assumes net migration of 60,000 per annum. 


Age Distribution 

The most noticeable features of the existing 
and forecast age distribution for Ontario are the 
relative growth of the young working and the 
retired population and the declining proportion 
of school-age groups. The composition of the 
Ontario population in terms of age groups for 
1961 and 1971, together with projections for 
1976, 1981, 1986, and 1991, is contained in 
Table II and illustrated in Figures 1 and 2. 


0-4 Age Group 

The importance of this group has declined 
proportionately, due mainly to lower fer- 
tility rates. But there should be a modest 
numerical increase to 1986 because of the 
relatively large number of women in their 
early child-bearing years; thereafter, the 
number of children in this group is expected 
to decline. 


5-19 Age Group 

The size of this group is of major importance 
for educational authorities. Using current 
demographic trends, the Ministry of Educa- 
tion has projected that school enrolment at 
elementary level will continue declining to 
1982. However, enrolment in secondary 
schools will likely continue increasing to 
1978, when it will begin to decline. Com- 
bined elementary and secondary school en- 
rolment is forecast to continue declining to 
1982. 


a % 
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Table II — Age Distribution of the Ontario Population 1961, 1971 and Projections 1976, 1981, 1986, and 1991 


Net Migration — 30,000 Net Migration — 60,000 


Age Group 1961 1971 1976 1981 1986 1991 1976 1981 1986 196 
(000’s) (000’s) 

4 740,193 637,260 682 745 785 770 699 772 819 8 

514 1,267,556 1,571,230 1,441 1,351 1,459 1,563 1,465 1,407 1,542 1,6 
(5-219 436,883 713,365 795 799 665 710 804 819 698 7 
90299 809,617 1,241,480 1,430 1,567 1,653 1,524 1,480 1,646 1st 1,6 
30054 1,996,932 2971-765 2,477 2,736 3,047 3,437 2,528 2,864 3,266 34 
55 — 64 476,748 623,600 689 787 858 858 695 750 879 8 
65+ 508,073 644,405 708 795 881 1,006 713 805 899 1,0: 
Total 6,236,092 7,703,105 8,222 8,780 9,348 9,868 8,384 9,112 9,854 10,5. 


Note. The projections are based on a medium fertility assumption. 


Source: SC, Census of Canada, 1961 and 1971. 


Projections by Ministry of Treasury, Economics and Intergovernmental Affairs. 


20-64 Age Group 

The size of the 20-64 age group, the bulk of 
the population from which the labour force 
is drawn, is forecast to continue to increase 
significantly to 1986. The 20-29 age group 
is crucial in terms of family formation. This 
group numbered 1,241,480, or 16.1 per 
cent of the population, in 1971 and is fore- 
cast to grow to between 1,653,000 and 
1,751,000 (17.7 per cent) by 1986. Con- 
sequently, there is expected to be an in- 
crease in household formation. 


Non-family household formation has be- 
come an increasingly important segment of 
total housing demand. The ratio of non- 
family households to the total number of 
households has increased steadily over the 
past ten years, from 13.3 per cent in 1961 
to 18.1 per cent in 1971. This increase can 
be expected to continue at a declining rate 
over the forecast period. 


65 and Over Age Group 
While improvements in life expectancy, 
especially for females, are aiding the 
growth in the proportion of the older 
population, the trend has been moderated 
by large numbers of immigrants who are in 
the young working and family formation 
age groups. When immigration is low, there 
is a tendency for a higher proportion of the 
total population to be in the 65 and over 
age group. In 1971, 644,405 persons, or 
8.4 per cent of Ontario’s population, were 
65 and over. This age group is forecast to 


grow to over 9 per cent by 1986 and to 
almost 11 per cent by 2001. Consequently, 
a significant demographic trend is that the 
number of people aged 65 and over will 
increase more rapidly than the population 
as a whole. 


“Dependent Population” 


The “dependent” population is defined as 
the non-working element of the total popu- 
lation. The concept of a dependent popula- 
tion is not static because there is an in- 
creasing tendency for people to move be- 
tween the labour force and academic 
studies and raise children during their life- 
times. However, the working population 
aged 14-64 constitutes the main group 
forming the “independent” population con- 
tributing to economic support. 


The fertility rate is expected to continue de- 
clining, while the population is forecast to 
increase at an average annual rate of between 
1.3 and 1.7 per cent from 1971 to 1986. Table 
III illustrates, in terms of the population depen- 
dency ratio, the trends to relatively fewer 
young people and significantly more elderly 
people. Thus, in 1971 the total number of 
people in the non-working dependent 
population was 4,454,000, while those in the 
working independent population numbered 
3,249,000. The dependent population was 
therefore 137 for every 100 persons in the 
labour force. This is forecast to decline to 
about 103 in 1981 and 100 in 1986, mainly 


because of anticipated low fertility rates 
the large number of people born in the 19 
and early 1960’s who will be reaching wor 
age. Therefore, the dependency burden of 
increasing number of people in the depenc 
population will be more than offset by the 
nificant increase in the independent populat 
over the forecast period. 


If — LABOUR FORCE 


The number of people in the labour fore 
any point is determined by the size of 
working age population (people 14 years of 
and over) and the participation rates. Over 
past 25 years, the Ontario labour force has b 
growing at an annual rate of 2.5 per cent. 1 
rate of increase was mainly the result of a lai 
than average number of new entrants to 
work force, large numbers of immigrants 
Ontario from abroad and migrants from ot 
provinces, and a substantial increase in part 
pation rates for women. 

The future growth of the labour fore 
determined by: 


i) Population growth and changes in the sti 
ture of the population. These are a funct 
of expected fertility rates and the level 
migration. 


ii) Future trends in participation rates, wh 
are influenced by the level of econo 
activity, attitudes to work and leisure, 
retirement trends. 


The high proportion of the population 
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le III — The Dependency Ratio of the Non-Working Population, Ontario, 1971-1986 


100 Persons in the Labour Force) 


High Projection 

(60,000 Migration) 
Actual 
Group 1971 1976 1981 1986 
a 
-Working Population (000’s) 
Inder 14 2,056 2,001 2,037 2,216 
4— 64 1,830 1925 1,898 1,928 
St 568 612 692 774 
otal 4,454 4,538 4,627 4,918 
king Population (000’s) 
4— 64 Sells} 3,745 4,371 4,810 
5+ 76 101 ls} 1S} 
Total 3,249 3,846 4,484 4,935 
endency Ratio 17 118 103 100 


Low Projection 


(30,000 Migration) 
1976 1981 1986 
1,960 1,958 2,109 
1,883 1,835 1,824 
609 683 758 
4,452 4,476 4,691 
3,670 4,192 4,535 
99 tele 123 
3,769 4,304 4,658 
118 104 101 


e: These projections are based on a medium fertility assumption. Dependency ratio refers to number of persons outside the labour force per 100 


persons in the labour force. 


rce: SC, Census of Canada, 1971. 


Projections by Ministry of Treasury, Economics and Intergovernmental Affairs. 


l in the 15-24 age group (almost 24 
cent) assures a heavy inflow of people into 
abour force over the next ten years. This in- 
se will ease off in the early 1980’s as the 
ct of the lower birth rates of the 1960’s is 


‘ation 

ligration has a significant impact on labour 
e growth and has provided approximately 
yer cent of the total increase in the Ontario 
ur force over the past 25 years. However, 
ario may not be the recipient of large-scale 
igration in the 1970’s as the domestic 
ly of workers may well prove to be ade- 
te for the needs of the economy. Reflecting 
labour force projections are based on two 
ls of net migration; one set of projections 
mes migration of 30,000, while the other 
mes migration will be 60,000 persons per 
. These projections are derived from an 
1ometric model? of the Canadian economy 
sh provides an indication of the pace of 
all economic activity. This is the basis for 
casting labour force numbers in Ontario.? 
is is shown in Table IV, Ontario’s labour 
e is expected to grow from 3.2 million in 
1 to between 4.3 and 4.5 million by 1981; 
eafter, the rate of growth is expected to 
. The main factors contributing to this 


easing are the reduced rate of increase in the 
inflow of young persons into the working-age 
population and the slackening in the growth of 
female participation rates. 

The sensitivity of labour force growth to 
levels of migration is illustrated in Table V. The 
annual difference in levels of migration assumed 
for the projections (60,000 minus 30,000) 
would correspond with an increase in the 
labour force of 180,000 at the end of the ten- 
year period 1971-1981, and with an increase of 
277,000 by 1986. This indicates the contri- 
bution which migration can make to labour 
force growth in Ontario. 


Participation Rates 

Changing attitudes to education can have a sig- 
nificant effect on labour force participation 
rates. The contention that education is a con- 
tinuing process, not limited to the early years 
of adulthood, is gaining acceptance. The num- 
ber of students in the 14-24 age group who will 
decide to postpone their education thus re- 
mains an imponderable. Table VI represents an 
attempt to estimate how these various trends 
will offset each other. 

Participation rates to 1976 imply that sig- 
nificantly fewer males aged 14-19 are expected 
to join the labour force. This downward trend 
is expected to continue, more slowly, to 1986. 


Participation rates for males in the 20-24 age 
group, however, are projected to increase grad- 
ually to 1986 because students are increasingly 
likely to spend some part of their early twenties 
in full time employment before completing 
their higher education. 

The trends in prospect for women are more 
noteworthy. For female age groups between 20 
and 64, very substantial gains in participation 
are expected, as it seems likely there will be an 
increase in the attractiveness and availability of 
part-time and temporary work. However, as 
Table VI indicates, a deceleration in the growth 
rate of female participation during the 1980’s is 
anticipated. Participation rates depend on social 
and economic factors as well as demographic 
trends, rendering forecasting into the 1980’s in- 
creasingly difficult. 


Labour Force Growth 

While labour force growth accelerated at an 
annual rate of 3.1 per cent in the 1960’s, it is 
expected to decelerate throughout most of the 
1970’s. Based on medium fertility rates and on 
trends in participation rates, the high migration 
projection implies an annual rate of labour 
force growth of 3.3 per cent in the 1970's; the 
low migration projection indicates an annual 
rate of labour force growth of 2.9 per cent 
during the same period. Moreover, the size of 
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Table IV — Labour Force Growth in Ontario,! 1961-1986 


Males Females Total 
Year Number Annual Growth Rate Number Annual Growth Rate Number Annual Growth 
(000’s) (per cent) (000’s) (per cent) (000’s) (per cent) 
1961 L717 684 2,401 
1966 1,869 By 850 4.4 2,719 2S 
1971 2,138 Pag | mee 535 3,249 3.6 
High 
Projection (60,000 net migration) 
1976 2,477 3.0 1,369 4.3 3,846 3.4 
1981 DRS 3) 1,709 4.5 4,484 Ball 
1986 3,043 1.9 1,892 ie)| 4,935 1.9 
Low 
Projection (30,000 net migration) 
1976 2,426 26 1,343 3.9 3,769 3.0 
1981 2,665 1.9 1,639 4.1 4,304 2 
1986 2,873 1S 1,785 1 4,658 1.6 


(1) — 14 years and over 


Note: These projections are based on a medium fertility assumption. 


Source. SC, The Labour Force Survey, 1961, 1966, and 1971 (Special Tabulations) 
Projections by Ministry of Treasury, Economics and Intergovernmental A ffairs. 


the population base and the size of the economy 
in the late 1970’s will be significantly larger 
than those at any previous time. After 1981, the 
rate of growth of the labour force is expected 
to ease. 

As illustrated in Figures 3 and 4, the 25-34 
labour force group (numbering 733,000 in 
1971) will continue to be by far the largest 
element in the labour force in the forecast 
period, reaching between 1,200,000 and 
1,300,000 by 1986. The 35-44 age group in 
1971 was the second largest component of the 
labour force (695,000) and is expected to 
maintain this position, growing to between 
1,040,000 and 1,125,000 by 1986. When these 
two groups are combined, the 25-44 age group 
of the labour force formed 44 per cent of the 
total in 1971, and it is anticipated that this 
figure will rise to about 50 per cent by 1986. 

Since the trend towards increased education 
is likely to continue, the labour force will be 
better educated and more mobile. Therefore, 
greater flexibility in the labour supply in terms 
of spatial and occupational mobility within the 
province is anticipated. However, structural 
problems may also persist because of the heavy 
inflow into the labour force of inexperienced 
young people whose training does not always 
match job requirements. 


Early Retirement 
It is difficult to generalize about the impact of 


Table V — Ontario Labour Force Projections for Alternative Migration Assumptions, 1971-198 


(000’s) 

Labour Force 
Year Actual High Low Differen 
1971 3,249 
1976 3,846 3,769 WA 
1981 4,484 4,304 180 
1986 4,935 4,658 ET 


Note: These projections are based on a medium fertility assumption. 


Source: SC, The Labour Force Survey, 1971 (Special Tabulations). 
Projections by Ministry of Treasury, Economics and Intergovernmental Affairs. 


early retirement on the Ontario economy for 
lack of adequate statistics. One problem is that 
older workers in some businesses find employ- 
ment after retirement; another, that not all 
workers retire automatically at age 60 or 65. 
Almost 21 per cent of males aged 65 and over 
were still working in 1971, and this proportion 
is expected to increase to 25 per cent during 
the forecast period. 


Changing Attitudes Towards 
Work and Leisure 
Participation in the work force is influenced by 


the level of economic activity as well as o 
factors related to people’s attitudes to w 
leisure, and so on. There has been incre 
debate about the work ethic and attitudes 
wards work, and workers and unions 
showing marked interest in larger block: 
leisure time. 


Recently, there has been growing sup 
for the restructuring or shortening of the w 
week. By 1986, a larger proportion of 
labour force is likely to be on a four-day W 
week, ranging between 36 and 32 hours. 


: FIGURE 3 -Age Distribution of the Ontario Labour Force 1971 and Low 
) Projections 1976, 1981, 1986, 1991 


1971 1976 1981 1986 1991 


FIGURE 4 -Age Distribution of the Ontario Labour Force 1971 and High 
Projections 1976, 1981, 1986, 1991 
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urce: SC, The Labour Force Survey, 1971 (Special Tabulations). 
Projections by Ministry of Treasury, Economics and Intergovernmental Affairs. 
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Table VI — Ontario Labour Force Participation Rates, by Age Group and Sex, 1961-1986 


(per cent) 

Year 14-19 20-24 
19610 40.6 89.0 
1971 47.2 79.4 
Projected Rates 

1976 42.0 82.0 
198] 41.5 84.0 
1986 41.0 84.5 
19610) 33.9 51.6 
1971 40.7 Joa 
Projected Rates 

1976 42.0 58.5 
1981 41.5 66.0 
1986 41.0 67.5 


75-19 Year Age Group 


25-34 35-44 45-54 55-64 
Males 
95.7 96.0 94.2 84.5 
94.8 98.5 96.4 85.5 
97.0 98.0 96.0 88.0 
97.0 98.0 96.0 88.0 
97.0 98.0 96.0 88.0 
Females 
33.8 36.2 38.4 28.4 
44.9 NT) 46.1 34.6 
46.0 50.0 51.0 40.0 
$2.0 57.0 59.0 48.0 
Ss 59.0 62.0 50.0 


Source: DBS, Census of Canada, 1961 (Population and Labour Force, Volume III, Part I) 
SC, The Labour Force Survey, 1971. (Special Tabulations). 


Projections by Ministry of Treasury, Economics and Intergovernmental A ffairs. 


III — SPATIAL DISTRIBUTION 


The majority of Ontario’s population in 1971 
was classified as urban.* Table VII illustrates 
the growth of urban population between 1961 
and 1971. , 

If the trend between 1961 and 1971 is main- 
tained, about 90 per cent of Ontario’s popula- 
tion could be classified as urban by 1986, with 
the urban population growing at a faster rate 
than that of the total population. This shift 
from a rural to an urban population is related 
to the growth of the industrial economy and to 
net migration from abroad and other parts of 
Canada. 

Ontario, with 82.4 per cent of its population 
classified as urban in 1971, is the most urban- 
ized province. In the same year 76.1 per cent of 
Canada’s population was classified as urban and 
80.6 per cent of Quebec’s population was simi- 
larly classed. The Economic Council of 
Canada* forecasts that over 80 per cent of 
Canada’s population will be urban by 1980. 
The ECC also expects that about 60 per cent 
of the population will be concentrated in 29 


Table VII — Ontario’s Population Distribution, 1961-1971 


Rural 
Per Cent 
1961 1,412,563 ODT) 
1966 1,367,430 19.6 
1971 1,359,475 17.6 


Urban Total 
Per Cent 

4,823,529 I73 6,236, 

5,593,440 80.4 6,960, 

6,343,630 82.4 7,103 


Source: SC, Census of Canada, 1961, 1966, and 1971. 


urban complexes, each with a population of at 
least 100,000. 

The concentration of Ontario’s population 
in the southern part of the province and along 
the Windsor-Montreal corridor (the line of 
Highway 401) is expected to continue. In 1961, 
3.4 million, 54 per cent of the Province’s popu- 
lation, was located in 21 centres along this cor- 
ridor; by 1971, this had grown to 4.5 million, 
58 per cent of the Province’s population. Given 


such trends, by 1981 these centres could g 
to 6.9 million, or about 67 per cent of the p 
incial total. In contrast, Northern Ontario’s } 
portion of the total provincial population is 
clining, having fallen from 11.6 per cent 
1961 to 10.1 per cent (or 776,505) in 19 
Figure 5 illustrates the distribution of Ontar 
population in 1971; Figure 6 shows populat 
changes by county and district between I! 
and 1971. 
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FIGURE SS 
ONTARIO 1971 POPULATION DISTRIBUTION 
BY COUNTIES AND DISTRICTS 
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e: SC, Census 
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tT Il: SOME POLICY 


CONSIDERATIONS 


projected changes in Ontario’s population 
iposition and distribution could have impor- 
_ implications for priorities in terms of 
smment policies and expenditures. Some of 
ie are discussed below. 


igration 
, in the area of immigration where the great- 
uncertainty in forecasting the future size of 
population lies. Changes in federal immigra- 
_ policy have considerable ramifications for 
ly provincial policies; for example, if immi- 
ion is restricted, this would likely reduce 
tate of population growth in the Metro- 
tan Toronto area. Over half of all immi- 
its to Ontario from abroad settle in Toronto 
in the last few years Toronto has been re- 
ing an annual average of at least 40,000 im- 
rants.° Immigration in the past enabled 
ada, and particularly Ontario, to rapidly 
imulate skilled labour and professionals, al- 
ugh the training and development of skills 
in the province during the last two decades 
ld lessen the dependence on immigration for 
purpose in the future. 
opulation increases attributable to migra- 
| have particular repercussions on levels of 
jloyment, public and private investment, 
sehold formation, housing construction, 
education requirements in the province. 
te specifically, immigration has had and will 
tinue to have a marked effect on population 
wth in larger Ontario cities since the 
ority of immigrants settle in urban areas 
re jobs and housing are more likely to be 
nd. 


ication 

ing the past few years, expenditure in 
cation has absorbed a large percentage of 
vincial wealth. Massive spending by the 
vincial and municipal governments to pro- 
> for basic public school education has been 
essitated by the large proportion of young 
ple of elementary and secondary school age. 
addition, the increasing number of years of 
doling needed in a technologically advanced 
nomy and the increased desire to provide 
ality of educational opportunities have con- 
uted to the higher cost of education. There 
now be some easing in the demographic 
ssures which resulted in the increasingly high 
murce allocations for education. 

With shifts in population within Ontario dis- 
nted, the stock of relatively new educa- 
lal capital already provided will probably be 


adequate to meet most demands at the elemen- 
tary and junior school levels for some years. 
There will be continued but reduced pressure 
on secondary school facilities. To a large ex- 
tent, additional construction of educational 
facilities will most likely be associated with 
migration within Ontario and replacement of 
obsolete buildings. 

Observing current enrolment trends, the 
Ministry of Colleges and Universities projects 
that overall enrolment at post-secondary educa- 
tional institutions will increase fairly slowly at 
least to 1975, that university enrolment will 
show little growth, and that enrolment at the 
Colleges of Applied Arts and Technology will 
constitute the bulk of the increase. This will 
have significant implications for investment and 
teacher expenditures in the area of post- 
secondary education. 


Household Formation 

The 20-29 age group, the most important in 
terms of family formation, is forecast to in- 
crease by about half a million between 1971 
and 1986, with its share of the total Ontario 
population growing from 16.1 to 17.7 per cent. 
Consequently, household formation is expected 
to increase, leading to increased demand for 
houses and associated consumer durables. A 
large proportion of immigrants fall in this age 
group and would, therefore, influence this 
trend. 


Elderly Population 
The relative decline in the 0-14 age group indi- 
cates that budgetary demands, in terms of the 
provision of educational facilities, may ease. 
However, the increase in the 65 and over age 
group is expected to grow more quickly than 
the population as a whole. This suggests that 
government expenditures on this group will 
likely increase and perhaps more than offset 
those for the school-age population. Neverthe- 
less, as indicated earlier, the overall dependency 
burden of the increasing size of the non- 
working population is expected to be more 
than offset by the more rapid growth of the 
working population. In addition, immigration 
from abroad can help to counterbalance the 
financial impact of a rising elderly population, 
because immigration has a positive effect on the 
working and family formation age groups. 
Thus, when immigration is high, the number of 
people 65 years and over tend to form a lower 
proportion of the total population. 

Therefore, the growth of the 65 and over age 
group will likely involve an increase in federal 
government transfer payments, such as the old 


age pension and the guaranteed income supple- 
ment. Provincial government expenditures on 
such items as the provision of senior citizens’ 
housing, institutional care, and geriatric health 
facilities, will also rise. 


Manpower and Employment 

Greater flexibility is anticipated in terms of 
spatial and occupational mobility within the 
province, as a result of a better educated and 
more mobile labour force. 

There is expected to be a continuing need 
for special employment programs to alleviate 
structural problems, which may also persist 
because of the heavy influx of relatively inex- 
perienced labour force entrants whose training 
does not always match job requirements. The 
integration of these programs with manpower 
training schemes is essential to ensure a more 
adaptable labour force, responsive to the needs 
of the economy. 

Job creation should remain a major consid- 
eration in the near term, although the expected 
easing in the growth of the labour force after 
1981 could contribute to a reduction in the 
pressure for new jobs in the early 1980's. 

Since labour force growth in the future is 
expected to rely more heavily on the domestic 
population than on immigration, it may be 
more difficult to find suitable employment 
opportunities for new labour force participants. 
The attainment of a comparable level of em- 
ployment with a largely domestic growth in 
the labour force could be more expensive in 
terms of manpower training. It must be re- 
membered, however, that inflows of people 
from outside of the province also impose de- 
mands on social services, which require the 
provision of additional “‘social overhead capital” 
in the form of schools, health facilities, 
housing, public utilities, and water and sewage 
systems. 


While the continued shortening and/or re- 
structuring of the work week might increase 
employee morale, it could contribute to a 
lowering of productivity. In addition, a change 
in the work week will impinge on the problems 
of urbanization, the environment, and the use of 
leisure time. However, to accommodate a more 
flexible work week, it may be necessary to re- 
view federal and provincial labour legislation. 
Meanwhile, the Ontario Government has under- 
taken a demonstration project with more flexi- 
ble work schedules in the Queen’s Park adminis- 
trative complex in Toronto to relieve pressure 
on the transportation system. 

The recent trend to a reduction in working 
hours and the associated boom in leisure indus- 
tries are creating new jobs in almost every sec- 
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tor of the economy; furthermore, this impact is 
likely to result in continuing high levels of pub- 
lic expenditures on parkland, water facilities, 
highways, secondary roads, and bridges. This 
will occur at a time when there is increasing 
pressure for the use of land. 


Urban Growth 

Urban growth is sensitive to population move- 
ment, and trends in migration are a key factor 
in influencing the size and characteristics of 
Ontario cities. The outlook for the future is the 
further general concentration of population 
along the Windsor-Montreal corridor and 
particularly within the Toronto-Centred Re- 
gion. One forecast,’ for example, suggests that 
by the year 2000 Metropolitan Toronto could 
double or treble its 1966 population to reach 4 
or 6 million. This would arise out of economic 
pressures and preferences of the population to 
live in an urban area. 


The principal components of household formation 
are family household formation and non-family 
household formation. 

2 For detail, see Dr. Clifford Jutlah’s “A Long-Term 
Economic Forecast for Canada and Ontario”, 
Ontario Economic Review, Vol. 11, No. 4 (Toronto: 
Queen’s Printer, 1973). 


Whatever the magnitude of such a popula- 
tion increase, the growth of urban population is 
creating pressures on the nature and quality of 
land use in urban areas — especially in and 
around Metropolitan Toronto. This population 
pressure has contributed to a growth in land 
and house prices, which have risen faster than 
personal incomes. Thus, on average, whereas 
net personal disposable incomes® per household 
in twelve selected urban areas of Ontario rose 
by 64.1 per cent between 1961 and 1971, the 
cost of new detached NHA homes rose by 
86.5 per cent, and the cost of new NHA lots 
rose by 189 per cent. 

Because of the intense pressure on urban 
centres, there will be a need for more imagina- 
tive and innovative policies on the part of both 
the public and private sectors to provide ade- 
quate, economically priced housing. The Prov- 
ince has taken a number of measures to coun- 
teract the upward cost pressures. A new Minis- 


The 1971 Ontario labour force figure is based on 
the 1971 Labour Force Survey rather than the 
1971 Census. 
4 Urban population consists of all people residing in 
communities with a population of at least 1,000. 
5 Economic Council of Canada, “The Canadian 
Economy From the 1960’s to the 1970’s,” Fourth 
Annual Review (Ottawa: Queen’s Printer, 196 7). 


try of Housing has been established and va 
initiatives have been taken to increase the 
ability of serviced land in major urban ce} 
In addition, there has been a determined e 
to redistribute growth more evenly in Sou 
Ontario. The Toronto-Centred Region Plar 
resents an attempt to structure the grow 
the greater Toronto area into an orderly sy 
of urban communities incorporating a parl 
belt. 

The possibilities for controlling 1 
growth include co-ordination of regional ¢ 
opment with industrial and agricultural pol 
limitations on urban sprawl, integration of 
use, regional and transportation planning, 
the development of fully planned commun 
Perhaps, however, there is a need for a 1 
comprehensive Ontario-wide policy for po 
tion distribution linked with the physical 
economic aspects of the planning of 
province. 


6 Freda Hawkins, “Canada and Immigration: 1] 
Policy and Public Concern” (Montreal: the 
tute of Public Administration of Canada, 197. 

7 Systems Research Group: “Canada: Popula 
Projections to the Year 2000” (Toronto, 197( 

8 Personal disposable income is generally equiv 
to “effective buying income” as defined in 
Management’s “Survey of Buying Power”, 
1962, pp. 714-718; and July 1972, pp. E28 
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About the Review 

The proposal to construct a 2,500-mile pipeline 
to carry natural gas from the Mackenzie Delta 
and from Prudhoe Bay in Alaska to markets in 
Canada and the United States is the largest 
project ever proposed in Canada by the private 
sector. It is not surprising then, that a project 
of the size of the Mackenzie Valley Gas Pipeline 
should produce considerable concern regarding 
its implications for the Canadian economy. 

The feature article for the November/ 
December edition of the Ontario Economic 
Review examines some of the issues that have 
been raised in connection with the construction 
of the pipeline. With the aid of an econometric 
model, the extent and timing of the impacts are 
traced out in terms of interest rates, inflation, 
balance of payments, the exchange value of the 
Canadian dollar, employment, and GNP. 

No attempt is made to answer the question 
whether the pipeline should be built, but only 
what the impact will likely be and what 
economic problems are likely to arise if con- 
struction proceeds. The article was prepared 
by R. G. Fletcher in the Policy Planning 
Branch, Office of Economic Policy, Ministry 
of Treasury, Economics and Intergovernmental 
Affairs. 

In an article on the structure of the Ontario 
economy in the mid-1980’s, Enedina Ferik and 
J. P. Warner of the Policy Planning Branch look 
at the growth of the manufacturing and service 
sectors of the economy and project to 1985 the 
distribution of employment by sector in 
Ontario. 

Just as agriculture now employs fewer per- 
sons than it did at the turn of the century, so 
the manufacturing and service sectors of the 
economy can be expected to assume new rela- 
tive positions in the future. 


1 


Indicator Charts, Pages 14-16 

Fluctuations in aggregate economic activity 

— commonly used to define business cycles — 
do not necessarily correspond with fluctuations 
in the individual activities which make up the 
aggregate. Instead different indicators of 
economic activity may vary with respect to 
both their rates of growth and the timing of 
their peaks and troughs: some may grow more 
rapidly than others, some change direction 
sooner. 

Those activities which tend to assume a 
direction in advance of the aggregate — because 
they relate to future rather than present pro- 
duction — are referred to as leading indicators, 
and are widely used to anticipate the short-run 
future course of the overall economy. The 
charts on pages 14, 15 and 16 in the Ontario 
Economic Review present a number of these 
leading indicators, as well as several which are 
coincidental to or lag behind the aggregate, to 
provide for the reader an opportunity to make 
such an evaluation. 

While comparisons of the timing and 
direction of general changes in the various 
indicators can readily be made, great care must 
be exercised in making such a comparison of 
the amplitude of fluctuations. Of the three 
vertical scales used — ‘A’ (arithmetic) and 
‘LI’ and ‘L2’ (logarithmic scales with one and 
two cycles respectively over a given vertical 
distance) — only the logarithmic scales can be 
used to compare relative changes in different 
indicators. And this applies only when all series 
being compared are on the same logarithmic 
scale, In such a situation all parallel lines 
represent equal rates of growth, the exact rate 
of growth being determined by the slope of the 
line. 
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INTRODUCTION 


re are two ways of describing the industrial 
cture of an economy. The first method is 
xd on the distribution of employment 
mg the various industries. The second 
ysses upon the contribution each industry 
ces to real domestic product. By both mea- 
s, Ontario’s post-war economic develop- 
it has brought significant shifts in its in- 
trial structure. The trend in Ontario, as in 
ada and in industrialized countries in gen- 
, has been a decline in employment in agri- 
ure. The relative importance of the manu- 
uring sector and of the service industries 
ends upon the criteria used, but employ- 
it in the latter has grown very rapidly. 

A tentative view of the future structure of 
ario’s economy was obtained by projecting 
put to 1985 on the basis of rates actually 
erienced in Ontario during the period 1961 
1970.! Employment in 1985 was estimated 
n the projected output, using three possible 
ductivity trends. 


- BACKGROUND 


fario’s economy is dominated by the manu- 
turing sector. It is the Province’s biggest 
ployer and provided 27 per cent of all jobs 
1972. Its relative importance as the major 
ree of employment, however, has been 
uinishing, as Table I illustrates. While manu- 
turing still accounted for 28 per cent of 
vincial employment in 1961, the proportion 
; 32 per cent a decade earlier. On the other 
id, the growing importance of the service- 
ducing sector is highlighted by the fact that 
1972 it employed 61 per cent of the total 
tk force, as compared with 56 per cent in 
51, and 48 per cent in 1951. Within the 
vice sector, community, business and per- 
al services showed the greatest growth in 
ployment and accounted for 51 per cent of 
‘total increase in employment in the sector 
ting the 1951-1972 period. Declines in 
ployment were experienced in all the 
mary industries, particularly in agriculture. 
Another way of viewing the structure of an 
momy is to look at the proportion of total 
tput contributed by each industry. Table II 
yws that the manufacturing sector accounted 
34 per cent of the total provincial output in 
70, as compared with 31 per cent in 1961, 
ile primary industries now contribute less to 
: provincial economy. The service sector of 
» economy generated almost 56 per cent of 
> total output in 1970, down slightly from 
9 per cent in 1961. 


Table I — Distribution of Employment in Ontario, 1951, 1961, 1972 
(per cent) Sana 


1951 1961 1972 

Goods-producing Sector 52:5 44.0 38.6 
Agriculture 10.8 2 3.6 
Other Primary 3.0 el 1.8 
Manufacturing nee 32.4 DUS 27.4 
Construction 6.3 6.6 5.8 
Service-producing Sector 47.5 56.0 61.4 
Transportation, Communication and Other Utilities 9.0 8.3 7.6 
Trade 14.6 15.8 16.4 
Finance, Insurance and Real Estate 33 4.2 Syl 
Community, Business and Personal Service 14.4 20.0 2525 
Public Administration and Defense 6.2 Toll 6.8 
TOTAL 100.0 100.0 100.0 


Source: Distribution is based on statistics from Census of Canada and The Labour Force Survey, 
Statistics Canada. 


Table II — Distribution of Output in Ontario, 1961 and 1970 


(per cent) 
1961 1970 
Goods-producing Sector 43.1 44.2 
Agriculture 355) Ded 
Other Primary Bo 2.9 
Manufacturing 30.9 34.0 
Construction 4.8 4.8 
Service-producing Sector 56.9 55.8 
Transportation, Communication and Other Utilities 10.6 Lt 
Trade 12.8 13.0 
Finance, Insurance and Real Estate 13.3 AS 
Community, Business and Personal Service WAG | 14.1 
Public Administration and Defense (es 5.9 
TOTAL 100.0 100.0 


Note: 1961 weights of real gross domestic product are used. 
Source: Estimates of real domestic product were made by the Ministry of Treasury, Economics and 
Intergovernmental Affairs. 


See STRUCTURE i) United States trends for the period 1948- 


1969 inclusive.” 
ii) Projections for Canada for the period 1970- 
1980 by the Economic Council of Canada.? 
iii)Projections of the productivity of Ontario 
industries prepared by the Ministry of 
Treasury, Economics and Intergovernmental 
Affairs. 


Changes in the industrial structure of the 
economy are determined by the relative rates of 
growth of output and of labour productivity. 
Since forecasting the productivity gain of a par- 
ticular industry is hazardous, three sources of 
real output per unit of labour input have been 
used to obtain a range of forecasts: 


Se — eee 
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The Future Structure 
of Ontario’s Economy 
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Figures for the principal industrial sectors <= 

are listed in Table III. The United States and _—‘Fable Ill — Productivity Trends 

the Economic Council of Canada figures are (Average annual percentage increase) 


expressed in terms of real output per man-hour, - a 


while those of TE & IA are expressed as real Output 

Output per man-hour Emplo: 

output per employee. : 

Table IV shows the alternative employment US. ECC TE &I 

patterns in 1985, calculated on the basis of the 1948-69 1970-80 1970-9 

three productivity trends and the projected out- a a a a era 
put for Ontario. Agriculture S27 5.0 Bi 
These employment figures suggest that Forestry = aie: 3.8 
manufacturing will provide jobs for a smaller Mining 3.8 Spe 4.8 
proportion of the work force in the future. Manufacturing 3.0 5.6 3.2 
According to these forecasts, most of the addi- Utilities ao 7.8 4.2 
tional employment will be in the service-pro- Construction eS 2.8 SiC 
ducing sector, mainly in community, business Transportation 357) 46 BRS 
and personal services. The goods-producing Communication 5.4 { 4.4 
industries in 1985 will provide jobs for little Trade 2.6 Sa) 1.6 
more than one-third of the working population Finance, Insurance and Real Estate 19 |g ra 
in Ontario. Services ra {3 1S 
The total employment forecast for 1985 Public Administration and Defence _ 0.0 me 


derived from these productivity figures also Dit ieee <<. SS 
provides some indication as to the amount of Source: Projections by the ECC, by TE & IA, and by J. W. Kendrick. 


latitude that may exist in the labour market at ee a ge a a a a a 


Table IV — Industrial Structure, Ontario, 1985 


OUTPUT EMPLOYMENT (three productivity projections)? 
Real Domestic Product ] II Ill 
(per cent) (000’s) (percent) (000’s) (percent) (000’s) (perc 
Goods-producing Sector 45.5 1,803 33.9 1,411 30.7 1,760 34. 
Agriculture 1.4 2 1.4 78 a, 72 1 
Other Primary Li, _ - 47 1.0 45 4 
Manufacturing SUT 1,397 26.2 1,010 22.0 1,359 26. 
Construction 4.7 334 6.3 276 6.0 284 5; 
Service-producing Sector 54.5 3,066 SWS 3,183 69.3 3,418 66. 
Transportation, Communication and Other Utilities ee. esis 59 281 6.1 334 6. 
Trade 13.1 808 1Is2 721 LS 919 Lee 
Finance, Insurance and Real Estate 8.2 207 3.8 212 4.6 230 4. 
Community, Business and Personal Service 16.4 E733 32.6 1,647 35.9 1,647 31. 
Public Administration and Defence 3.9 = _ yy. 7.0 288 5. 
TOTAL 100.0 4,869 91.40) 4594 100.0 5,178 100.( 


"U.S. productivity measures did not cover all sectors of the economy. The total of 91.4 per cent is based on the 1972 proportion of total employme 
contributed by industries for which U.S. productivity measures were available. 

71 U.S. productivity trends, 1948-69. 
Il ECC projections, 1970-80. 
Ill TE & JA projections, 1970-90, 


se eemeeeeemeneeneeee a j= 


it time. The employment forecast based on 
| & IA productivity projections indicates a 
al demand for workers that exceeds the total 
your force as estimated by Dallimore and 
mpert,* who suggest that about 4,935,000 
rsons will be available for employment in 
86, assuming a net migration gain of 60,000 
year. The forecast of total employment in 
itario based on the U.S. experience during 
48 to 1969 also indicates a potentially tight 
our market in the mid-1980’s. The employ- 
nt forecast based on productivity trends pro- 
ted by the Economic Council of Canada for 
> period 1970-80 indicates a substantially 
ver demand for labour; hence, there could be 
ne scope for a reduction in the work week in 
85 and possibly some increase in vacation 
ne. 

The proportion of total output generated by 
th sector is the alternative way of looking at 
» structure of the economy. The contribu- 
n of each industry — its value added — is 


Figure 1 


INDUSTRIAL STRUCTURE OF ONTARIO 
BY EMPLOYMENT DISTRIBUTION IN 1985 


A: agriculture 


B-manufacturing 


C-construction 


D-transportation, communication and other utilities 


F-finance, insurance and real estate 


G-community, business and personal service 


It is interesting to note that the total output forecast 
by this method (weighted on a 1961 base) is very 
close to that obtained for 1985 by another method. 
See Dr. Clifford Jutlah’s ‘“‘A Long-Term Economic 
Forecast for Canada and Ontario”’, Ontario Economic 
Review, Vol. 11, No. 4. (Toronto: Queen’s Printer, 
1973). 


E-trade 


equivalent to total wages, interest and rent paid, 
plus the profit or loss earned. 

The industrial structure, by this measure, 
thus depends largely upon who directly benefits 
from the productivity gains realized. If all 
productivity gains are retained as higher wages, 
a structure close to the output projection for 
1985 will be obtained. If, on the other hand, 
the productivity gains are passed on as less 
expensive products, one of the industrial struc- 
tures based on employment may be more 
applicable. The most likely outcome is a struc- 
ture between these two. In this event, wages 
would not be so high as they would be if 
productivity gains accrued to labour alone, nor 
prices so low as they would be if there were no 
direct benefits to labour. 


ITV — CONCLUSION 


On balance, there appears to be every likeli- 
hood that the proportion of gross provincial 


TE & IA 
productivity 


U.S. 
productivity 


actual 
1972 


2 Productivity trends in the United States for 1948- 
1969 were presented by John W. Kendrick, Vice- 
President, Director of Economic Research, The Con- 
ference Board, in an address in New York, May 22, 
1973: 


product and of total employment contributed 
by the manufacturing and the primary 
industries will decline, mainly as a consequence 
of the continuing productivity gains achieved 
by these industries. Concurrently, there will be 
an increase in the relative contribution made by 
the service-producing sector (see Figure 1). 

The changes in the relative importance of 
the various sectors will have an important effect 
on the labour market. The type of jobs that can 
be offered to the work force and type of skills 
that will be needed will change significantly. 

The growth of the service industries is a 
characteristic of the post-industrial society. 
There is no suggestion that the output of goods 
will decline. The process of adjustment will not 
be dissimilar to that which has occurred with 
agriculture where output is as high or higher 
than ever before. In these circumstances 
Ontario should be alert to opportunities to 
develop domestic and international markets for 
its services. 


5,000 
4,000 
3,000 
2,000 
1,000 : 


ECE 
productivity 


3 Economic Council of Canada, “‘The Years to 1980”, 
Ninth Annual Review (Ottawa: Information Canada, 
1972). 

4D. C. Dallimore and B. Lampert ‘Demographic 
Trends in Ontario: Some Policy Considerations”, 


Ontario Economic Review, Vol. 11, No. 5. (Toronto: 
Queen’s Printer, 1973). 
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The Economic Impact of the Mackenzie Valley 
Gas Pipeline Project 


R. G. Fletcher, Economist 
Policy Planning Branch 


I — INTRODUCTION 


The ability of the Ontario economy to meet the 
economic and social priorities of the Province 
over the next ten years will depend to a con- 
siderable extent on the efficiency of the Cana- 
dian financial system in allocating funds to 
alternative demands for capital assets. It will 
also depend on the flexibility of capital markets 
in adapting to sudden sectoral changes in the 
demand for, and supply of, capital funds. 

If unusually large capital demands arise in 
the industrial and public sectors, other sectors, 
such as small businesses and housing, experi- 
ence greater difficulty in competing for neces- 
sary funds, and there may even be times when 
such sectors may not obtain the amount of 
funds considered socially desirable. It is 
important, therefore, to identify specific large 
investment projects that are likely to arise in 
the medium term, assess their economic impact, 
and determine their consequences for Ontario’s 
social and economic objectives. 

The proposed construction of the Mackenzie 
Valley Gas Pipeline (referred to as the MVGP 
throughout the remainder of this article) is one 
of a number of potential projects that will signi- 
ficantly increase the demand for funds in the 
medium term. It has been singled out for 
special study because it is an unusually large 
project, costing approximately $5 billion. There 
are three basic issues of interest concerning the 
impact of a project of this size: 


1. There is a strong possibility of an apprecia- 
tion of the exchange value of the Canadian 
dollar during the construction phase of the 
pipeline because of the expected large 
capital inflows that will be required for 
financing. Furthermore, upward pressure on 
the Canadian dollar ‘could well be main- 
tained after the construction is completed 
because much of the gas from the Mackenzie 
Delta would be exported initially to the U.S. 
market and would result in a substantial 
jump in the value of Canadian resource 
exports. There is, therefore, some concern 
that the project, through the appreciation of 
the Canadian dollar, would adversely affect 
the competitive position of Canadian 
export-and import-competing industries. 


2. There is an additional concern that if con- 
struction takes place during a period of high 
economic activity, stress would be placed on 
Canadian industrial capacity, leading to up- 
ward pressure on prices, wages, and interest 
rates. 


3. Because such a project would likely be suc- 
cessful in competing for financial capital and 


economic resources, it could displace 
resources intended for existing public-and 
private-sector economic activities. Growth 
opportunities in other sectors of the 
economy might, therefore, be restricted in 
the short run. Adjustments would have to 
take place in other industries, and a scarcity 
of funds might arise for social development 
capital. 


Il — THE ECONOMIC IMPACT OF THE 
CONSTRUCTION AND OPERATIONAL 
PHASES OF THE MVGP 


The economic impact of the construction of 
the pipeline is determined by comparing two 
economic forecasts which were carried out with 
the aid of a modified version of the TRACE 
econometric model.’ The first forecast is the 
“Basic Economic Forecast” to 1985,? which 
provides for total capital expenditures in energy 
developments of approximately $45 billion 
between 1973 and 1980. Such expenditures 
include: the continuation of the present rate of 
oil and gas exploration, development, process- 
ing, and distribution; the forecast development 
of investment expenditures for Ontario Hydro 
and other electric utilities; and a moderate rate 
of development of the Athabasca tar sands. The 
second forecast is based upon the above energy 
developments, plus the estimated investment 
expenditures required for the construction of 
the MVGP and the additional revenues expect- 
ed from the export of the Mackenzie Valley 
gas. With the aid of the TRACE model, there- 
fore, two pictures were obtained of the 
economy — one that excludes the pipeline, and 
one that includes it. 

Certain assumptions had to be made with 
respect to the construction and operation of 
the pipeline.* In the first set of assumptions it 
was assumed that construction would take 
place over a period of five years, beginning in 
1976, with the major portion to be completed 
in the first three years. At full capacity the 
pipeline would deliver 4.0 billion cu. ft. of 
natural gas per day. It was further assumed that 
initially, approximately 60 to 65 per cent of 
the utilized pipeline capacity would be for Cana- 
dian gas with the remainder being U.S. gas from 
Prudhoe Bay in Alaska. The total cost of the 
project amounts to approximately $5 billion, 
measured at current prices. The financing was 
assumed to involve a 51/49 split between Cana- 
dian and U.S. equity ownership, and a 4/1 
debt-equity ratio. Comparisons in this section 
are also based on the assumption that 67 per 
cent of the debt was financed from abroad. The 
import content was assumed to be 20 per cent 


of the total cost, with the goods and servi 
imported for the construction of the pipel 
being financed from the funds _ borroy 
abroad. It was further assumed that the gr 
value of gas exports will be about $1 billion ; 
year. This assumption was based on the yi 
that initially all Canadian gas would be expor 
during the time period under consideration « 
delivered price of $1.00 per mcf.* 

The impacts of alternative sets of assun 
tions concerning foreign-domestic mix of d 
financing, different import content, and ala 
date of construction are considered in la 
sections. 


The Impact on Business 

Gross Fixed Capital Formation 

The construction of the MVGP would result 
large direct increases in investment in nc 
residential construction and in machinery a 
equipment, but in addition the increased bu 
ness activity and income generated by the piy 
line construction would induce additior 
investment in other sectors of the econor 
During the years of construction, real non-re 
dential construction spending increases cov 
average about 6.5 per cent, as compared wi 
about a 4.0 per cent annual average increz 
indicated in the basic forecast. With constn 
tion completed, a reduction in spending f 
non-residential construction occurs. This can 
compared with a relatively flat performance 
the basic forecast during this period (see Figu 
Bp): 

While a pronounced investment cycle occu 
in non-residential construction in the basic fol 
cast, the effect of the MVGP project is 
increase the amplitude of this cycle. The pea 
become higher and the troughs become deep 
(see Figure 1). Non-residential constructi 
spending (including the MVGP), therefo: 
becomes a more unstable factor in the econon 
than it otherwise would be, inducing great 
instability in the economy. 

A similar pattern is indicated for investme 
in machinery and equipment. In this case, t 
cyclical pattern is less extreme, but the co 
struction of the pipeline results in a more pI 
nounced cycle, making machinery and equi 
ment investment an additional econom 
destabilizing factor in the pipeline constructic 
period (see Figure 2). 


The Impact on Long-Term Interest Rates 

The basic forecast indicates that long-ter 
interest rates could continue to increa 
through the early part of the 1970’s, reaching 
peak in 1975. They would then gradual! 


: 


gillions 
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1971 1972 1973 1974 


cline throughout the remainder of the fore- 
st period. With the assumed method of 
yancing, the construction of the pipeline 
ould postpone this forecast reduction. How- 
er, the simulations indicate no more than a 
) basis points rise in rates. The overall result is 
at slightly higher interest rates can be 
pected during the construction phase of the 
peline, with a subsequent return to a more 
jormal’’> situation (see Figure 3). It is impor- 
nt to note, however, that the impact on inter- 
t rates depends to a great extent on the 
ethod of financing, which is considered in a 
ter section. 


he Impact on Prices 

he increase in business activity initiated by the 
struction of the pipeline will result in some 
pward pressure on prices. Unfortunately, 
ecause of the assumed timing of the project, 
le cyclical nature of price level changes indi- 
ated by the basic forecast is reinforced by the 
roject. The basic forecast indicates a rise in the 
ite of price level increase until 1977. The con- 
tuction of the pipeline strengthens this rise in 
tices in the latter part of the 1970's (see Figure 


1975 


1976) “1977 1978, 1979 


4). In the basic forecast price increases average 
4.8 per cent per year in 1978-79. This would 
jump to 5.6 per cent if the pipeline were 
constructed. 


The Impact on the Balance 

of International Payments 

and the Exchange Rate 

During the construction phase of the pipeline 
there would be an increase in long-term capital 
inflows of approximately $4.0 billion. In the 
early stages, the largest part of the increase 
would arise from the foreign borrowing 
required for the financing of the project. In the 
later stages of construction, the increased in- 
flow is a result of the rise in Canadian long-term 
interest rates and an acceleration in investment 
spending generated indirectly by the construc- 
tion of the pipeline. The increased investment 
spending will place even greater demands on a 
Canadian capital market that will be severely 
strained to meet the borrowing requirements of 
governments, housing, and business.° The addi- 
tional domestic financing demands due to the 
MVGP could mean that corporations and 
perhaps some governments might have to 


1980 
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_ borrow in foreign markets to a greater extent 


than they would otherwise have had to. 

The increase in long-term capital inflows 
would exert strong upward pressure on the 
value of the Canadian dollar. However, at the 
same time, there would be some downward 
pressure because of an increase in the deficit on 
current account. 

The increased business activity generated by 
the pipeline construction, along with the rise in 
domestic prices during the later stages of con- 
struction, results in a larger increase in imports 
of goods and services than that predicted in the 
basic forecast. The net result is a reduction in 
the merchandise trade balance and a slight 
increase in the service transactions deficit, 
resulting in an overall increase in the current 
account deficit which very nearly compensates 
for the increase in long-term capital move- 
ments. The outcome is that the appreciation of 
the Canadian dollar is held to approximately 
1.0 per cent during the construction period. 
Canadian exports of goods and services, there- 
fore, should not be affected to any appreciable 
degree by the indirect economic effects of the 
construction of a gas pipeline from the 
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Fig.3 - Interest Rate on Government of Canada Bonds ( over 10 years ) 
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Fig.4 - Change in GNP Implicit Price Deflator 
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Mackenzie Delta. However, this would hold 
true only under the assumptions of financing 
and import content given above. 

With construction completed, there would 
be a jump in exports, due to the additional sales 
of gas to the United States. This gain in exports 
would exert some upward pressure on the Cana- 
dian dollar, but, at the same time, long-term 
capital movements should begin to taper off 
because the large financing aspects would have 
come to an end and because interest rates 
would have fallen back to “normal” levels. 
There might also be an increase in the service 
transactions deficit arising from the increase in 
income paid to non-residents holding pipeline 
bonds and shares. The overall result would be 
that in the post-construction phase there would 
be little upward pressure on the Canadian dollar 
as a result of the MVGP operations. 

The Impact on Employment 
and the Unemployment Rate 
The number of jobs directly created during con- 
struction of the MVGP has been estimated at 


7,000’, and there will also be large indirect and 
induced employment effects. From 1976 to 
1980 the basic forecast indicates an average 
unemployment rate of 4.4 per cent, with a low 
of 4.0 per cent in 1979. With the construction 
of the MVGP, the average unemployment rate 
during this period falls to 4.0 per cent, with a 
low of 3.4 per cent occurring in both 1978 and 
1979 (see Figure 5). Labour markets could be 
tight from 1978 to 1980 — presenting a differ- 
ent set of labour supply problems from those 
experienced in the past few years. However, 
with construction over, employment would be 
adversely affected, and the unemployment rate 
could jump to an average of about 5.0 per cent 
in the early 1980's. This rate can be compared 
with an average rate of 4.6 per cent in the early 
1970’s if the pipeline is not constructed. The 
projected path of the unemployment rate again 
emphasizes the degree of economic and social 
instability that can result from capital projects 
the size of the MVGP unless suitable govern- 
mental policy offsets can be applied. 


Fig.5 - Unemployment Rate 


The Impact on GNP 
The overall effect of construction and Of 
ation of a gas pipeline from the Macker 
Delta would be to increase investment in pn 
residential construction and machinery ; 
equipment during the construction phase of 
project by $6 to $7 billion in real ter; 
At the same time, there could be some incre 
in imports. The overall result would be to r; 
the growth rate of real GNP in the period 
construction slightly above the forecast rate 
an economy without the MVGP. When c 
struction is completed, there would be a red 
tion in investment activity, but the additio 
growth in the gas exports offsets to so 
extent the reduction in investment spendi 
The aggregate effect could be a very sli 
reduction in the economy’s real growth re 
compared with an economy without the pi 
line during the first few years after constructi 
Although the annual average forecast groy 
of GNP differs very little during the forec 
period, with or without the construction of t 


basic forecast 
forecast with MVGP 


eline, there is a difference in the pattern and 
ing of that growth. With the inclusion of the 
'GP, the peaks of business activity are higher 
| the troughs lower (see Figure 6). 


_ THE CONSEQUENCES OF 
_ INCREASING THE 
_ IMPORT CONTENT 


1as been suggested that the adverse economic 
yacts of the pipeline could be lessened by 
reasing the import content of the pipeline 
istruction. The essence of the argument is 
t if all imports were purchased by funds 
towed abroad, there would be a reduction in 


Fig. 6 - Growth Rates in 


the long-term capital inflow, compared with a 
case of lower import content. From this would 
flow reduced upward pressure on the value of 
the Canadian dollar and less disruption to the 
Canadian economy. 

To determine the validity of this argument, a 
simulation was carried out in which the import 
content was doubled over that of the previous 
simulation to 40 per cent of the capital cost of 
the project. All other assumptions remained un- 
altered. It should be noted, however, that even 
with this relatively high import content there 
would be some direct increase in net long-term 
capital inflows, compared to an economy with- 
out the pipeline. This would always be the case 
unless the import content became as great as 


Real GNP 


the amount borrowed abroad, which is rather 
unusual in construction projects of this kind. 

With the higher import content, total invest- 
ment spending follows the same path as indi- 
cated in the case with 20 per cent import 
content (but at a slightly lower level during the 
construction phase). This would be the case 
because the replacement by imports of 
domestic inputs used in the pipeline construc- 
tion would result in a reduction in indirect 
investment. Investment still contributes to 
instability, but not to the same degree as would 
be the case with a lower import content. To 
this extent, the substitution of imported 
materials would lessen the destabilizing impact 
of the pipeline on the national economy. 


basic forecast 
forecast with MVGP 
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Long-term capital movements would also 
follow the same path as in the 20 per cent 
import content case (but again at a slightly 
lower level). Therefore, the upward pressure on 
the Canadian dollar would not be so great as it 
would be in the 20 per cent export content 
case. Even with a doubling of the import con- 
tent from 20 per cent to 40 per cent of the 
capital cost, there would be an increase in busi- 
ness activity, compared with an economy with- 
out the pipeline. This would result in increased 
imports of goods and services, with an increase 
in the current account deficit. Of course, the 
increase would not be so great as that in the 20 
per cent import content case, yet it would be of 
sufficient size to completely compensate for 
the increase in long-term capital inflows. There 
would be, therefore, little or no tendency for 
the Canadian dollar to appreciate; and as a 
result, exports would be slightly higher in this 
case than they would be in a situation where 
the import content of the pipeline were only 20 
per cent. The higher relative level of exports 
would furthermore make up for the reduction 
in investment spending, so that business activity 
of the 40 per cent import content case would 
be similar to, but more balanced than, the level 
and path of business activity of the 20 per cent 
content case. 

The impact on prices, interest rates, employ- 
ment, and the unemployment rate are also 
similar. Price increases during construction 
could average 4.9 per cent in both the 20 per 
cent and 40 per cent import content case, up 
from the projected average of 4.6 per cent 
annual rate of increase during this same period 
(1976-1980) in an economy without the pipe- 
line. Unemployment could average 4.0 per cent 
in the period during construction, jumping to a 
4.8 per cent to 4.9 per cent annual average in 
the three years immediately after construction 
ends. (In both import cases, the unemployment 
rate, at its lowest level, could fall to 3.4 per 
cent.) Interest rates could average 10 to 15 
basis points higher in both cases, compared 
with rates projected in the basic forecast. 

The results of this particular simulation, 
therefore, indicate that the aggregate economic 
impact of the construction and operation of the 
pipeline will not be reduced by any appreciable 
amount by increasing the import content of the 
pipeline construction. Aside from the issue of 
balance between imports and exports and the 
stability of the investment goods industries, 
there would be just as much pressure on the 
country’s productive capacity, price level, 
labour markets, and interest rates if the import 
content of the project were 40 per cent, as there 
would if the import content were 20 per cent. 


IV — THE CONSEQUENCES OF 
INCREASING THE PROPORTION 
OF FOREIGN DEBT 


Under the first set of assumptions, 67 per cent 
of the long-term debt requirements would be 
obtained abroad. To determine the impact of 
increasing the proportion of foreign long-term 
debt, another simulation was run in which 100 
per cent of the long-term debt was foreign 
financed. (All other assumptions remain as out- 
lined in Section II.) 

Increasing the proportion of foreign debt 
would have no impact on investment spending 
during the early construction phase of the pipe- 
line. With 100 per cent foreign-debt financing, 
long-term capital inflows are, of course, larger 
and therefore there would be greater upward 
pressure on the exchange value of the Canadian 
dollar. As indicated in Section II, under the 
first set of assumptions, which includes 67 per 
cent foreign-debt financing, the Canadian dollar 
could appreciate by 1 per cent during the early 
construction stage, compared with an economy 
without the pipeline. By increasing the pro- 
portion of foreign-debt financing to 100 per 
cent, there could be at least a 2 per cent appre- 
ciation. The growth of exports would be 
reduced to some extent, with some increase in 
the level of imports. However, the resulting 
increase in the current account deficit would 
prevent the dollar from appreciating as much as 
might be expected. 

Under conditions of high foreign-debt 
financing, because of reduced export activity, 
increased imports, and essentially unchanged 
investment spending, there would be a slight 
slowdown in business activity in the early stages 
of construction, compared with a situation 
where the proportion of foreign debt were less. 
This shows up in the projections of a slightly 
higher unemployment rate,® marginally lower 
interest rates, and a lower rate of inflation. 

As the main financing aspects of the pipeline 
construction come to an end, investment 
activity in general would increase with the 
lower interest rates and greater availability of 
domestic funds for investment. In the post- 
construction phase, the economy would closely 
resemble the situation in which the financing of 
the pipeline were carried out with a smaller pro- 
portion of foreign long-term debt. 


V — THE CONSEQUENCES OF 
INCREASING THE MONEY SUPPLY 
DURING CONSTRUCTION 


Given the assumptions that 51 per cent of the 
equity will be issued in Canada, that 33 per 


cent of the long-term debt is to be domes 
debt, and that substantial bank loans will 
required, capital markets would be tight dur 
the time required to finance the project.? 
order to make it somewhat easier to carry ¢ 
the domestic financing, there might be a t 
dency on the part of the federal government 
increase the money supply at a greater rate th 
that assumed for the above simulations and t] 
for the basic forecast. There also exists | 
possibility that the federal government wor 
purchase some or all of that part of the lo 
term debt which is issued in Canada. In order 
lessen the impact on domestic capital marke 
it would seem likely that federal governm 
purchases of this debt would be financed 
increases in the money supply. 

In order to determine the economic imp 
of such an increase in the money supply 
simulation was run in which the rate of incre; 
in the money supply was accelerated to te 
into account the increased domestic debt le 
required by the MVGP. It was assumed tl 
after the financing phase was completed, 1 
rate of increase in the money supply would 
reduced to a constant rate of 10 per cent } 
year.'° 

If the money supply were increased in 1 
manner indicated above, a larger proportion 
domestic financing demands would be met 
this case than that in a situation where t 
money supply were not increased, and busin 
activity would increase accordingly. Because 
this greater demand, a severe strain would 
placed on domestic plant capacity, and 
acceleration in the rate of inflation wot 
occur. In the last three years of constructic 
1978-80, increases in the GNP Implicit Pr 
Deflator would average 6.4 per cent per yé 
under the assumption that the money sup} 
increased by an amount equivalent to t 
increase in the domestic debt load of t 
MVGP. This compares with a 5.6 per cent r 
of increase if the increase in the money supf 
were not to take account of this additior 
domestic debt financing, and a 4.9 per ce 
average rate of increase in an economy with 
the pipeline. 

To discount this higher inflationary fact 
interest rates could be approximately 65 ba 
points higher towards the end of the constn 
tion period, compared with those rates in t 
basic forecast.1' It would not be until the m 
1980’s that they would move down to appro: 
mately the levels that would prevail if mon 
supply were kept at a constant rate of increas 

Investment spending would move up sligh' 
with the greater availability of domestic fun 
Imports would increase somewhat with t 


] 
ase in investment activity and higher 
*stic prices. The price rise would also result 
slowdown in exports. Because of the 
ases in imports and reductions in exports, 
upward pressure on the exchange rate 
d be fully compensated for, so that during 
eriod of construction and financing the 
inge rate would not be affected. 
* all the simulations considered in this 
/, the one described above resulted in the 
est instability in the economy. However, it 
d be pointed out that the resulting impact 
ads to a considerable extent on the phase 
2 business cycle when the construction and 
ncrease in the money supply take place. 
yasic forecast indicates that from 1976-80 
cconomy moves from a period of a rela- 
‘ low business utilization rate to one 
relatively high utilization rate. Imposing a 
t rate of increase in the money supply in 
period results in higher rates of inflation 
higher interest rates as indicated above. 
ver, larger increases in the money supply 
g a period of slackness in the economy 
1 quite likely give different results from 
recorded here, and might be an appro- 
» policy. 


THE CONSEQUENCES 
OF POSTPONEMENT 


ise of the economic instability generated 
project as large as the MVGP (if initiated 
e mid-1970’s), and because of the unlikeli- 
that frontier gas will be required for 
stic use until at least the mid-1980’s, it is 
yme interest to determine the economic 
ct of the pipeline if the construction were 
oned for a few years. Furthermore, the 
forecast indicates that from 1978-79 to 
the economy could move from a period 
relatively high capacity utilization to a 
d of a relatively low capacity utilization. 
mulating a postponement of construction 
79, we can also determine if the economic 
ct of the pipeline differs from the case 
? construction occurs during a different 
- of the business cycle. Accordingly, a 
ation was run to obtain a picture of the 
ymy if construction of the pipeline did not 
until 1979. It was assumed that, because 
flation, the cost of the project would rise 
5.8 billion if started in 1979. All other 
iptions were unchanged from those in 
on IT. 
$ in the previous simulations, large 
ases would occur in investment spending in 
esidential construction and in machinery 
-quipment. The rate of inflation also rises 


slightly because of the increase in business 
activity, and this increase in inflation is incor- 
porated in interest rates so that long-term 
interest rates also rise slightly. In both cases, 
however, the rise would not be so great as that 
in the previous simulations, reflecting the dif- 
ferent phase of the business cycle in which con- 
struction would begin. For the five years of 
construction, 1979-83, the GNP Implicit Price 
Deflator would average 4.8 per cent per year, 
while in the basic forecast the Deflator averages 
4.6 per cent increase per year. The long-term 
interest rate would rise by only 10 to 15 basis 
points — one half the rise that would occur in 
interest rates with construction beginning in 
1976. 

Long-term capital inflows would follow 
closely the path of long-term capital inflows in 
an economy with no MVGP, but at a higher 
level. There would, therefore, be some upward 
pressure on the value of the Canadian dollar, 
and a slight appreciation of about 1 per cent 
early in the construction phase. Again, the 
appreciation would not be so great as might be 
expected because the upward pressure would be 
counteracted by a larger current account deficit 
accompanying the increase in economic activity 
initiated by the pipeline construction. 

The unemployment rate, as expected, would 
fall, averaging 4.0 per cent during the first half 
of the 1980’s, compared with 4.3 per cent in an 
economy without the pipeline, and with the 4.3 
per cent that would exist in an economy in 
which the pipeline construction began in 1976. 


Vil — THE IMPACT ON 
CANADA’S CAPITAL MARKET 


There has been some concern expressed that 
the financing of a $5 billion project would 
place undue strain on Canada’s capital markets, 
which might retard development of other 
sectors in the economy. It is of some interest 
then to note what changes in the financial 
picture could take place as a result of the con- 
struction of the MVGP. This is examined here 
in terms of Canada’s overall capital require- 
ments, the availability of domestic savings, the 
financial position of governments, the financing 
of business investment in plant and equipment, 
and residential mortgage financing. 

It has already been pointed out that 
although such a large project would involve an 
increase in direct employment of only 6,000 to 
7,000 man-years during the construction phase, 
indirect and induced increases in employment 
would be quite substantial in the short term. In 
the same way, the increase in gross investment 
would not be just $5 billion, because large 
increases in investment spending would be gen- 


erated in sectors supplying materials and 
services to the pipeline; other increases in 
investment would also occur because of the 
general rise in business activity. The results of 
the various simulations that were run indicate 
that during the assumed construction period, 
1976-80, gross investment by all levels of gov- 
ernment and the private sector on housing, 
plant, equipment, and inventories would 
increase by $17 billion — from $195 billion in 
the basic forecast (an economy without the 
MVGP) to $212 billion in an economy that 
included the MVGP. 

The increases in domestic savings generated 
by the rise in economic activity would be: $2 
billion from the personal sector and $11 billion 
from capital consumption allowances, undistri- 
buted corporate profits, and government 
savings. The increase in domestic savings would, 
therefore, fall short of the $17 billion increase 
in investment requirements by $4 billion. This 
shortfall would be made up by an increase in 
the use of foreign savings in the form of net 
inflows of long-term debt and equity. 

The financial position of governments would 
improve in an economy with the MVGP if there 
were no change in the rate of growth of govern- 
ment spending during the construction period 
over that assumed for this study.!? Because of 
the increase in incomes and spending, espe- 
cially investment spending, the combined 
governments in Canada in the 1976-80 period 
would register an increase in their total surplus 
from $0.5 billion as indicated in the basic fore- 
cast to $7 billion if the MVGP were built. Most 
of the increase in government revenues would 
come from increases in indirect tax revenues 
(approximately $4 billion) and higher revenues 
from personal and corporate income taxes. Thus, 
the cash needs of the combined governments 
would not be so great as that indicated in the 
basic forecast, and therefore they would not 
have to finance in capital markets as heavily as 
indicated for an economy without the MVGP.!? 

The private business sector presents a differ- 
ent picture. Without the MVGP, the private 
business sector could require about $162 billion 
in the 1976-80 period to finance inventories 
and capital expansion. However, in an economy 
with the pipeline, the private business sector 
will require $179 billion — an increase of $17 
billion. In the 1971-75 period, it is estimated 
that private sector capital consumption allow- 
ances and undistributed profits would account 
for 63 per cent of business capital require- 
ments. In an economy without the MVGP, the 
proportion would jump to 72 per cent.'* How- 
ever, although in the future private business 
would be relatively less dependent on capital 
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markets to finance its investment requirements 
than in the past, in an economy that included 
MVGP the proportion of internal financing 
would increase to only 66 per cent. Much of 
the $17 billion in additional capital required, 
therefore, would have to be financed through 
Canada’s capital markets and/or foreign 
borrowing. 

Additional mortgage financing would also 
increase the strain on domestic capital markets. 
The estimated shortfall of mortgage funds, 
which averages $1 billion per year in the 
1973-85 period in an economy without the 
MVGP, would increase if the pipeline were 
constructed. 

It would appear, then, that if construction 
of the pipeline goes ahead, domestic capital 
markets would be under considerable strain 
during the construction phase. In comparison 
with an economy that did not include the pipe- 
line, a situation could arise in which the fi- 
nancing needs of governments would not be so 
great, while the requirements of the business 
sector would be much greater, and the require- 
ments for mortgage financing slightly larger. 
The financial picture that develops is one in 
which there would be much stronger com- 
petition for the available long-term funds 
during the period in which the pipeline were 
constructed. Under such conditions, some 
demanders of funds — small business, new 
ventures, and housing — might not be as ade- 
quately financed as society would want. 


VIII — SUMMARY AND CONCLUSIONS 


A large investment project such as the MVGP 
would induce substantial increases in invest- 
ment spending, employment, and economic 
activity in general. Unfortunately, these would 
be only short-run impacts and would be 
reversed when the construction period ended. 
Such a large project, then, would create a 
certain amount of economic instability and, 
therefore, cause some economic and social 
disruption. 

During the construction phase of the pipe- 
line, some strain would be placed on plant 
capacity within the economy and there would 
be some upward pressure on prices, as well as 
interest rates. There would be only a slight 
appreciation of the exchange rate and therefore 
such a project would not deal a great blow 
to Canada’s exporting-or import-competing 
industries. The “costs” of the project in terms 
of price, interest rate, and exchange rate pres- 
sures do not appear to be too excessive and 
would last only during the construction phase. 


There is no doubt, however, that Canadian 
financial institutions would be hard pressed to 
meet all domestic financing requirements 
during the period of construction. The financial 
needs of both large and small business, govern- 
ments, and the housing industry would not be 
as adequately met compared to the situation in 
which the pipeline were not constructed. 
Furthermore, the period of construction would 
be characterized by tight labour markets, 
followed by relatively large increases in un- 
employment when construction comes to an 
end. Both tight labour markets and tight finan- 
cial markets could lead to the postponement, or 
even a permanent setback, of development in 
some sectors of the economy. This would espe- 
cially be the case if other large energy or 
natural resource developments were initiated 
upon completion of the MVGP. The implica- 
tions of such a situation would result in a con- 
siderable reduction in the options available for 
other economic development strategies as well 
as options for other economic and social policy 
objectives. 

If domestic gas requirements grow to the 
extent that the Mackenzie Delta gas is required 
by the 1980’s and the construction of the pipe- 
line proceeds, then government policies and 
planning will be required to reduce the instabil- 
ity and disruption that could result. There is 
certainly a need to ensure that the construction 
of the pipeline would not occur at the same 
time as other major projects, such as a more 
intensive development of the Alberta tar sands. 
If such developments were bunched to any 
extent, the large capital expenditures and fi- 
nancing requirements would lead to serious eco- 
nomic disruption. 

Usually in a situation in which there is a 
sudden economic expansion followed by a 
period of relative slack, monetary and fiscal 
policy are employed to smooth out the growth 
path of the economy. Unfortunately, these 
traditional tools of policy do not appear too 
promising in this case. If a restrictive monetary 
policy were followed during the construction 
period to keep the expansion in hand, a tight 
financial market situation would become even 
tighter. This would mean larger foreign capital 
inflows and a greater appreciation of the Cana- 
dian dollar. It would also mean reduced devel- 
opment in such sectors as housing, transporta- 
tion, and manufacturing. On the other hand, a 
more accommodating monetary policy to ease 
the strain which financial institutions would be 
undergoing at this time could result in even 
greater instability in the form of higher infla- 
tion rates and higher interest rates. The mone- 
tary authorities would have to tread a fine line 


with monetary policy during the construc 
period, resulting in the loss of consider 
policy flexibility. 


While fiscal policy appears to be the 
alternative, it has some disadvantages in th 
would result in a deliberate shift of consi 
tion and investment out of the private sect« 
make way for the pipeline. To cool off 
economy during the construction period, 
porate and personal tax rates could be ra 
and reductions made in the rate of increa: 
government spending. Governments could 
increase spending and cut taxes after the 
struction period to ease the relative slack 
would occur in the post-construction pe: 
But, such a policy would result in cutback 
government services that are socially or 
nomically desirable, and taxes would need t 
increased to an extent that would postpon 
perhaps even reduce economic developmer 
other sectors of the economy. 


Furthermore, the simulations considere 
this study indicate that neither changing 
import content of the pipeline nor changing 
proportion of foreign debt would make 
situation easier to bear. The economic im 
of the construction and operation of the ] 
line would not be reduced to any appreci 
extent by increasing the import content of 
pipeline, and raising the proportion of for 
debt would result in a greater appreciatio 
the Canadian dollar, with some reduced gre 
of exports. 


The important issues that have eme 
from this study are that the construction o! 
MVGP would not result in excessive increas 
prices, interest rates, or the exchange rate. 
problem areas, on the other hand, appear tc 


1. Some tightness within the capital mat 
resulting in difficulties for some sector 
the economy in obtaining the amoun 
funds which the community may feel t 
socially desirable. 


2. The tightness that would develop wi 
labour markets during the constructio1 
the pipeline and that could well remai 
other large projects come on-stream imm 
ately after completion of the MVGP. S 
tightness would result in labour shortagé 
some skill areas and serious bottlen 
would no doubt arise. 


The summary of the economic impact: 
different policy options of financing, imy 
content, and construction periods are preset 
in the Appendix to the article. 
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2ACE is an econometric model which was devel- 
‘ed by the Institute for the Quantitative Analysis 
‘Social and Economic Policy at the University of 
wonto. 


e Dr. Clifford Jutlah, “A Long-Term Economic 
wecast for Canada and Ontario’, Ontario 
sonomic Review, Vol. JJ. No. 4 (Toronto: 
yeen’s Printer, 1973). 


sumptions concerning the construction and 
reration of the pipeline are based upon a survey 
‘the available literature and public statements 
garding the MVGP project. 

1e delivered price of $1.00 per mcf was based on 
e wellhead prices included in the existing con- 
tects between Imperial Oil and two U.S. pipeline 
mpanies and a tariff rate which covers depre- 
ition, direct operating expenses, interest on debt 
rporation income taxes, and a 14 per cent return 
| the book value of equity. For further details on 


Columbia, “More on the National Economic 
Effects of Arctic Energy Developments”, mimeo. 


S Normal in the sense of being very similar to the 
rates indicated in the basic forecast. 


6 See Jutlah. 


7 According to V.L. Horte, President, Canadian 
Arctic Gas Study Limited, in a speech to the 
Toronto Society of Financial Analysts, April 18, 
1973, “Direct employment during construction 
will amount’ to approximately 7,000; once oper- 
ations commence, this will drop to about 600”’. 


8 For the first three years of construction, 1976-78, 
the unemployment rate in the basic forecast aver- 
ages 4.6 per cent. In an economy with MVGP 
under construction and with 67 per cent foreign- 
debt financing, the unemployment rate averages 
4.2 per cent; while in an economy with MVGP 
under construction and 100 per cent foreign-debt 


9 Even without the construction of the MVGP, 
capital markets will be under some strain in this 
period. See Jutlah. 


10 Jt was assumed for the basic forecast and all simu- 
lations made in this study, other than the simu- 
lation in this section, that the money supply in- 
creased by a constant 10 per cent per year. 
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In the simulations described in Section II, in which 


it was assumed that the MVGP is constructed, but 
money supply increases at the same rate as in the 
basic forecast, interest rates are 26 basis points 
higher, compared with those rates in the basic fore- 


cast. 


12 For more details concerning the estimates of gov- 
ernment spending during this period, see Jutlah. 

13 [bid. In the basic forecast, the cash needs of the 
governments are estimated to be about $21 billion 
in the 1976-80 period. 


e pricing of the delivered gas, see John Helliwell, financing, the unemployment rate averages 4.4 per 14 Tbid. 
2partment of Economics, University of British cent. 15 Tbid. 
pendix 
Kenzie Valley Gas Pipeline, 1976-80 Construction Period 
20% 
Import Content 
20% 40% 20% 67% 
Import Content Import Content Import Content foreign debt 
Basic 67% lo 100% with increase in 
ict . Forecast foreign debt foreign debt foreign debt money supply 
rage long-term Government of Canada Bond Rate..... 7.76% 7.85% 7.91% 7.82% 8.04% 
> Deflator (Average rate of increase) 4.6% 4.9% 4.9% 4.9% 5.5% 
(Highest rate of increase in any one year).......... 5071979) 6.1%(1979) 5.8%4 1979) 6.4%(1979) 7.2%( 1979) 
orts (Total in billions of current dollars) ............ $211 $214 $215 $213 $217 
orts (Total in billions of current dollars) ............ $227 $233 $235 $233 $239 
g-term Capital Inflows (Total in billions 
RE MATS) oP ees 2 aha oo Sods os kle w $15.0 $18.9 $18.3 $19.7 $20.2 
hange Rate (Greatest rate of appreciation) .......... oe 1.0%(1976) nil 2%( 1976) nil 
mployment Rate (Average) 4.4% 4.0% 4.0% 4.0% 3.5% 
Mrowest ate inany ON Year) . 22.5666. nee eee 4.0%(1979) 3.4%(1978-79) 3.4%( 1978) 3.3%{ 1979) 2.7%( 1979) 
Kenzie Valley Gas Pipeline, 1979-83 Construction Period 
20% 
Import Content 
7% 
Basic foreign debt 
act Forecast 1979 Start 
rage long-term Government of Canada Bond Rate ..... 7.40% 7.50% 
 Deflator (Average rate of increase) 4.6% 4.8% 
Highest rate of increase in any one year)............ 5.3%(1979) 5.2%(1981) 
orts (Total in billions of current dollars) ...........- $273 $276 
orts (Total in billions of current dollars) ...........- $292 $299 
g-term Capital Inflows (Total in billions 
MEADE IOHATS bor ic. oi oe wsls  s > ot sae elie $19.3 $23.4 
hange Rate (Greatest rate of appreciation) .......... = 1%(1979) 
mployment Rate (Average) 4.3% 4.0% 


Mowest rate in any one year) .......--..--..e200-- 4.0%(1979) 
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Selected Economic Indicators 
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Average Weekly Hours Worked in Manufacturing, Ontario (Seasonally Adjusted) 
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Coincidental and Lagging Indicators 
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